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From the point of view of the world economy the most significant development 
of the past month has been the fall in grain prices in the United States markets. 
The price of wheat in Chicago had reached a high record 


Not towards the end of November, when a figure of $3.20 a bushel 
Another was quoted for near delivery. The decline from this peak was 
1920 extremely gradual in December and January and had attracted 


little notice. It was on February 3, when the price was quoted 
at $2.95 per bushel, that the break began. For four successive days wheat 
slumped by the permissible limit of 10 cents a day. A small recovery then set 
in, but was quickly overtaken by further selling which, by February 25, had 
carried the price down to $2.45. Though wheat has led the decline, it has been 
followed by other cereals, by that increasingly important commodity soya 
beans, and by cotton. That, however, is up to now the exclusive sphere of the 
break. The movement has so far been kept well insulated from other com- 
modity prices. The ovly other market which has been seriously influenced is 
Wall Street, where the Dow Jones industrial index has fallen by about 6 points 
over the past month, though showing a steadier trend towards the end of this 
period. 

It would be unwise to anchor too many hopes or fears on these falls in 
cereal prices. They follow a long and highly inconvenient rise which had 
carried the price of wheat from $1.83, at which it had been controlled until 
June, 1946, to last November’s peak. Some relief and reaction from that 
inordinate rise was overdue. Its immediate cause was the report of the 
excellent crops gathered in the recent Southern Hemisphere harvest, notably 
in Australia and Argentina. The comparatively mild winter in Europe also 
offered good prospects of better crops and less dependence on imports from 
the United States in the coming twelve months. Finally, the ever-present 
uncertainties about actual appropriations under Marshall aid made it question- 
able whether U.S. Government purchases in the cereal market would continue 
at their recent rate. There have in fact been signs that these official purchases 
have recently been falling off. The combination of all these factors offers 
adequate explanation of what has happened in a market so sensitive and 
so subject to speculative activity as the grain pit in Chicago. Europe should 
be grateful for the promise which this movement brings of a belated favourable 
turn in the terms of trade. Meanwhile, national income, employment and 
industrial production in the United States continue to run undisturbed at 
their boom level. This does not look like a 1920, and still less like a 1929. 

That, at least, is now the general view of the London markets. The City 
had its spasm of apprehension when the shadow of the break in Chicago and 
Wall Street first spread across the Atlantic. But the more volatile commenta- 
tors, who for 48 hours were predicting the beginning of a world-wide collapse 
in values, are now silent. Their place has been taken by those who, with better 
reason, are more immediately concerned at the shadow cast by Westminster. 
Fears of the incidence upon profits of the Government’s essay in “ voluntary ” 
deflation—the feasibility of which is debated in the leading article this month 
—now lie heavily upon the Stock Exchange. Hence the subsidence of the 
nerviness generated by Chicago brought a barely perceptible rally, and the fall 
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in equity prices was quickly resumed. The industrial market wears a very 
different air now from the jaunty mien which it disported so imprudently 
when Mr. Morrison was talking about “‘ rounding recovery corner’’. The Stock 
Exchange now knows that then it was indeed rounding a corner. But the new 
road does not lead upwards. Since January I, industrial values—as measured 
by the Financtal Times’ index—-have dropped by 15 per cent. 


THE stage is now set for the start of the crucial debate on the European 
Recovery Programme which opens on the floor of the Senate and the House 
of Representatives in the first week of this month. The pro- 

Marshall ceedings before the committees of both Houses, to which the 

Aid drafting of the appropriate legislation has been entrusted, 
Progress have shown considerable promise. The witnesses have inevit- 
ably been overweighted with Administration spokesmen, but 
among the representatives of the general public who have chosen to appear, no 
vestige of organized or rational resistance to Marshall aid hasemerged. A miracle 
must indeed have happened when all that the die-hard isolationists of the 
United States can be brought to argue is that Marshall aid should be cut from 
the proposed figure of $5,300 millions for the first year to $4,000 millions. On 
that evidence it seems fairly clear that a tangible and substantial programme 
will emerge from the debates which are now about to open. 

The legislation and its relevant appropriations are likely to follow closely 
the lines drawn by the Senate Foreign Relations Committee. The draft bill 
produced by this committee was formally approved by unanimous vote, for 
which the political good sense, tact and moderation of Senator Vandenberg 
are largely responsible. In order to make the figures of the proposed appro- 
priations less frightening and more palatable, the whole programme is now 
being split into shorter periods. The first request to Congress was to cover 
the whole four-year programme. On the justifiable plea that this Congress 
could not be asked to authorize outgoings over a period of four years, the 
President then cut his demands to a figure of $6,800 millions to cover the period 
of fifteen months from April I next. 

The Senate Foreign Relations Committee has further shortened the initial 
period for which appropriations are being sought to twelve months and has 
adjusted the sum correspondingly to $5,300 millions. Of this figure $3,000 
millions is to be charged against the current year’s budget surplus, which is 
now expected to reach $7,000—8,000 millions, leaving only a very modest 
additional sum to be appropriated. These tactics have effectively cut the 
ground beneath much of the likely opposition, though one may safely expect 
men like Senator Taft to fight a dogged battle on the issue and try to get the 
figure further reduced. The fall in cereal prices may bring unexpected allies 
to the European Recovery Programme from the traditionally isolationist 
middle-western Congressmen, who will now see in the programme the most 
effective method of arresting a fall in prices which is vot to the liking of the 
preponderant agricultural vote in their constituencies. 

For the prospective recipients of Marshall aid, the past month has been 
one of considerable activity. An Anglo-French team has visited the capitals 
of the sixteen Marshall nations, collecting information on the progress of 
economic co-operation and suggestions for its further development. This 
material will be submitted to a full meeting of the sixteen nations which is 
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likely to be called before the end of March. Meanwhile, valuable work has 
been done in preparing the ground for the European Customs Union. Much 
of the necessary technical preparatory study has been started, and the wider 
issues of the economic impact of a Customs Union are now being considered 
by a new economic committee which met in Rome towards the end of February. 


JANuARY’S fall in net deposits, by just over {100 millions, appears to be the 
biggest decline ever recorded in a single month. In this case, indeed, the 
“month ”’ is only three weeks, since the comparison is made 
Record with the end-December balance sheets. In 1947, when the 
Fall in January return covered only a fortnight, and when the position 
Deposits was distorted by the special influences associated with the 
repayment of the Local Loans stock, net deposits actually rose 
slightly, but in January, 1946, they fell by £73 millions. This comparison puts 
the latest decline into perspective. The reduction derives mainly from seasonal 
causes—chiefly, of course, the ingathering of taxes—and is certainly no sign 
that inflationary pressure is diminishing. Indeed, some case could be made 
for drawing the opposite conclusion, on the ground that the huge increase 
in the flow of revenue to the Exchequer this year is in itself largely a reflection 
of the higher level of prices and money incomes—an argument which demon- 
strates once again how wide-awake an observer needs to be if he uses monetary 
indices alone as a means of judging the course of inflation. A parallel argument 
can be raised, too, about another major factor in this decline in deposits—the 
continuing (and, in January, the increasing) drafts on overseas credits and gold 
reserves, which alone enable the community to continue the overspending of 
its income which inflationary pressure forces it to do. 








January, Change on 

1948 Month Year 

£m. £m. £m. 
Deposits a “ as ws 5775-9 — 158.6 + 146.8 
Net Deposits* .. ce oa 5581.8 — 100.3 + 141.9 

%§ 

Cash... — sa ea psa 476.1 (8.24) —- 25.7 + 1.0 
Money Market Assets ae a 1259.9 (21.8) - 12.9 + 208.1 
Call Money 3 wi ea 459-5 (8.0) —- 20.1 + 31.8 
Bills bia va i ae 800.4 (13.8) + 72 + 176.4 











Treasury Deposit Receipts .. 2 1216.5 (21.1) - 32.8 — 346.0 





Investments plus Advances .. — 2701.6 (46.8) -—- 23:2 + 281.9 
Investments oe ih ea 1479.9 (25.6) _ 2.9 + 53-4 


Advances = a4 3221.7 (21.2) + 16.1 + 228.5 


* After deducting items in course of collection. § Ratios of assets to published deposits. 

Most of the decline in deposits, it will be seen, has its counterpart in repay- 
ment by the Treasury of deposit receipts, which in these three weeks took the 
main strain of the seasonal reduction of floating debt. But after mid-January 
a run of weeks without any T.D.R. maturities led to further net repayments 
of tender bills, the total of which had been reduced by {90 millions (to £2,160 
millions) by mid-February ; in the corresponding period a year ago, there was 
actually a small expansion. The full effects of these repayments and of the 
sustained stringency in the short loan position (involving substantial sales of 
bills by clearing banks, as well as by the discount houses, to the “ special ”’ 
buyer) will not be seen in the banking figures until the February return. But 
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even in January call money declined by £20 millions, though the bill portfolio 
was slightly higher. The rise in advances, by £234 millions, is larger than that 
for recent months, _ larger than in the corre sponding period last year, a 
difference which probably derives, directly or indirectly, from the larger scale 


of tax payments. 


THE flood of notes returning to the banks from circulation or from hoards still 
goes on, though in somewhat reduced volume as the normal period of the 
seasonal reflux nears its end. Before the war that point was 

Currency generally reached at the date of the third Bank return in 

_ Reflux = February, but last year the circulation started to rise again at 

Continues the end of January. This year in each of the three weeks to 

February 18 there has been a reflux of roughly £11 millions, 
compared with weekly movements ranging from £16 millions to £25 millions 
during the five preceding weeks. In the eight weeks since the Christmas peak, 
the total active circulation has fallen by the huge amount of £133 millions, 
compared with last year’s reflux of £80 millions which at that time was regarded 
as a quite abnormally large movement. Hence the total circulation, at £1,235 
millions on February 18, was no less than {£140 millions below the comparable 
figure for the previous year, whereas at last summer’s peak it was still showing 
an increase on the year—to the extent of £31 millions. 

The change of trend in the public’s “ true ’’ demand for currency (i.e. after 
making allowance for seasonal variations) in fact became discernible early in 
1946, but it was not until the late summer of last year that it reached large 
proportions. Since then the “ true ”’ decline seems to have been about {170 
millions. of which almost half has occurred in the past two months, In the 
past few weeks the momentum of this movement has obviously been a little 
less, but there is no sign that it is approaching exhaustion. In consequence 
there has been a second reduction of {50 millions in the fiduciary limit. By 
end-January the Bank’s reserve of unused notes had not only made good the 
previous cancellation of £50 millions but had climbed to the unprecedented 
level of £131} millions. In the first week of February, therefore, the fiduciary 
issue was reduced to {1,350 millions, yet the reserve a fortnight later had risen 
to {115 millions. As this is some £70 millions more than the amount required 
to meet seasonal needs up to the August peak (taking these needs at last 
year’s figure), a third reduction of the fiduciary limit looks imminent ; and 
even this may not mark the end of the movement. 

The pean of this violent reflux of notes at a time when wages and 
prices are still rising is sufficiently indicated by the continuing extreme shortage 
of silver coin, despite all the efforts of the Mint to keep pace with the public 
demand. This stringency has compelled the use of postal orders for small 
payments in some parts of the country, and Civil servants’ salaries have been 
paid to the nearest round amount in notes. The sources of this demand for 
silver coin are still obscure ; so far as the post-1920 coin is concerned, there is 
no basis for the suggestion that it is disappearing into black market hands for 
the purpose of meeting demands for silver as bullion. The presumption still 
must be that to some extent silver coin is replacing notes in private hoards, 
which suggests that the further efforts of the authorities to allay the “ little 
man’s ” fears about a confiscatory note exchange have not been very successful. 
Needless to say, these reassurances have been carefully designed so as not to 
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afford any consolation to those with uneasy consciences about the origins of 
their currency holding The way is still left open for a “ straight ” exchange 
of new notes for old. 


THE first important step has been taken towards monetary reform in Western 
Germany, the prerequisite of economic rehabilitation, by the plan for the 
establishment of a new federal bank, the charter of which was 

Central signed by the British and American Military Governors last 

Bank for month. The new institution is to be known as the Bank of 

Germany (German States. It will be empowered to issue a new currency 

and to fulfil most of the functions formerly exercised by the 
Reichsbank. In the first instance, it will operate from Frankfurt, though the 
hope still persists that in due time it may be established in Berlin and link up 
with the banking organization in the Russian zone. The new federal bank 
can be regarded as the logical and necessary complement of the decentralized 
central banking organization which has been gradually established in the 
American and British zones. 

At the outset, the Americans set up in their zone a modest replica of their 
own Federal Reserve system, with three Lander banks, each of them issuing 
currency in its own region. The system set up in the British zone now broadly 
conforms with that operating in the American zone, and the two are being 
linked by the new federal bank operating from Frankfurt. Attempts are 
being made to induce the French Government to participate in the new central 
organization ; their prejudices against any excessive German centralization 
are likely to be satisfied by the new scheme. The new bank will have the 
exclusive right to issue notes for the Western zone. It will be responsible 
for exchange control and will supervise operations of the member State banks. 
Its most immediate and fundamental task is to provide a new currency which 
will command confidence and will provide the basis upon which a rational 
system of prices, wages and ultimately forei ign exchanges can be erected. 
To-day none of these essentials for economic health exists. 


Two monthly compensations have now been completed at the Bank for Inter- 
national Settlements in Basle by the countries which have adhered to the 
agreement on multilateral monetary compensations. The 
Currency experience of these two operations has revealed the main 
Clearing in limitations of the scheme, limitations which arise from the 
Europe fact that most of the member countries are extremely short of 
dollars and are unwilling to increase their holdings of one 
another’s currencies ; the signatories are, in eftect, working a bank clearing 
operation without a banking reserve. So long as the present disequilibrium in 
European payments remains, and so long as countries like Belgium, Portugal 
and Switzerland are consistently creditors towards the rest, the scope for 
multilateral clearing must unfortunately remain modest. It can only be 
hoped that the United States will realize how reproductive would be an invest- 
ment of free dollars in a scheme of this kind, and so will provide the necessary 
appropriations in the allocations of dollars under the European Recovery 
Programme. 
The machinery under which the new compensation is to function has been 
admirably described in the re port of the committee on payments agreements 
(re Mrinted and nuh lished by H.M. Stationerv Office). The committee which 
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drew up this report took up the proposals for an inter-European clearing made | 

in the Paris Report of the Committee of European Economic Co-operation. 

After a careful analysis of European balances of payments, the committee 

found that if the mutual credits of the participating countries could be com- 

pensated on a multilateral basis, many of the impaired credit margins would h 

be reconstituted and a certain expansion of trade within Europe would be ] 

possible without gold payments. ‘ 
The agreement, on the basis of which the multilateral compensation is 

now being worked, provides that whenever the sole effect of any compensations , 

proposed by the B.I.S. is to reduce balances of European currencies held by , 

member countries, these compensations are to be applied automatically and i 

without the need for the previous consent of members. The agreement also 

provides that the contracting parties shall not claim settlements in gold or 

foreign currencies, provided for in the payments agreements existing between | 

them, before the operation of the monthly compensations of their respective | 

transactions. Each of the participating countries binds itself to communicate 

to the B.I.S. all the necessary information on the nature and operation of the | 

payments agreements concluded with other contracting parties as well as a 

monthly statement of the accounts opened under these agreements. The 

report gives a number of theoretical examples of compensation on the basis 

of the balances shown by European payments agreements as on June 30, 

1947. These theoretical examples suggest that the simplest compensation | 

technique is to reduce the operations to a number of triangular compensations. | 

They prove that the application of this technique could achieve much in 

reducing this mutual indebtedness even without the lubrication of additional 

gold and dollars. If, however, the scheme is to achieve all that is hoped of it, 

that particular form of lubrication is essential. 


SWITZERLAND has been one of the most difficult countries to fit into the pattern 
of Britain’s payments and monetary agreements. The Swiss have asked for 
real equilibrium in current trade not only with Britair but 
Payments with other countries. Accumulation of currency balances and |} 
with even of gold offers no attraction to the Swiss authorities. 
Switzerland Surrounded by a flood of inflation and monetary instability, | 

they have wished to keep the encroachment at bay by high 

production and high imports. In their payments arrangements with Britain 

the Swiss have not altogether succeeded in their intention. By the monetary 
agreement of March, 1946, they had limited their accumulations of sterling 
to {5 millions, but later found it necessary to increase this figure to £15 millions. 
By the new agreement concluded in London last month the Swiss Government 
undertakes to maintain these balances for the year ending February 28, 1949, 
but will limit its exports with the object of ensuring that in this period current 
payments with the sterling area are kept in approximate equilibrium, even 
allowing for some resumption of British tourist traffic as from May 1, and 
despite Britain’s agreement to admit limited quantities of Swiss exports of 

“traditional ’’ types. 

On the other hand, the Swiss will endeavour to increase their purchases from 
the sterling area. If the balance of current payments should swing against) 
Switzerland, the balance will be met not from the accumulated sterling, but m 
convertible Swiss francs. 
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Deflation by Exhortation 


O the Government perceives at last the deep-seated troubles which, for 
Giveive months and more, the cancer of inflation has been spreading 

through the body economic. The admissions in the White Paper on 
Personal Incomes (Cmd. 7321) and in the subsequent debate will surely mark a 
major turning-point in post-war economic policy—just as the stark facts of 
the White Paper on last year’s balance of payments must mark the end of 
the frustrating phase of glib optimism. The approach to realistic diagnosis 
of the inflationary menace has been slow and even reluctant ; but that makes 
the eventual pronouncement the more significant. 


TEMPORARY PEC 
(Reproduced, with permission, from The Evening Standard of February 19 





True, Government spokesmen in the past had often talked about inflation, 
but only as a contingent and rather remote danger. They noticed that 
“too much money was chasing after too few goods’, but thought the new 
techniques of planning, their chosen instruments of physical control and 
rationing, would suffice to hold the pressure in check, would put a planned 
economy beyond the reach of the evils which inflation has always brought in 
its train. So long ago as the fuel crisis, a Government document—the first 
itted the weaknesses of democratic planning in times 
of scarcity. Yet almost until yesterday the Government either could not or 
would not see that continued inflation was bound to assail the very vitals of 
the economic system—by undermining the physical controls, by diverting 
scarce resources from essential to inessential uses, by depleting stocks and 
forcing factory after factory to work short-time until additional imports 
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replenished them, by driving up export costs, by stimulating an ostentatious 
black market, by sapping workers’ incentive. Even Sir Stafford Cripps, 
whose record as a fearless realist is beyond challenge on every other aspect of 
3ritain’s economic troubles, was but recently reaffirming that economic 
policy and financial policy were not in conflict. 

Now, at last, the frightening state of the balance of payments and the 
imminent exhaustion of the sole remaining reserves—matters which are sur- 
veyed in detail in a subsequent article this month—have compelled a more 
searching analysis. Now, at last, the diagnosis penetrates to the seat of the 
trouble. The Government’s new arguments are couched almost in the very 
words which the economists and financial journalists were so maligned for 
using twelve months ago. Inflation has become public enemy Number One. 

Among the prime “conditions of our economic survival’’, declared Sir 
Stafford in last month’s debate, “‘ one of the most important is to arrest the 
tendency towards a continued rise in prices and wages’’. And this must be 
done, not simply to rescue the policy of “‘ fair shares’, or even mainly to 
stop the rise in export costs (though the White Paper put that first in the 
sequence of argument), but because inflation— 

‘ will stimulate the manufacture of non-essential or less essential supplies 
for the home market. It will create a pressure both on labour and materials 
to divert them from the essential export manufactures into goods for 
home consumption ”’ ; 
and because— 
“black market pressure [may] make it almost impossible to operate the 
controls necessary in view of the continuing scarcity of supplies and 
man-power ”’ 
This is indeed the true diagnosis, and the Government deserves credit for its 
courage in admitting it at last. Nobody will be in any doubt about the courage 
required. At the moment of writing, the attitude of the individual trade 
unions, as distinct from the T,U.C., to the Wages White Paper is still uncertain ; 
but it is clear that both the task of driving the home truths into the minds of 
the people and the political risks for the Gov ernment in the measures it now 
must take, have been greatly aggravated by the prolonged delay. 

The new realism is welcome, and not less so because the Government’s 
policy lags behind its understanding. After so violent a conversion from its 
past tenets of faith, it obviously needs a little time in which to get its bearings 
afresh. And since it is not only sincere and determined in its new policy but is 
pitching it on the level of an emergency appeal to all good citizens, the critic 
is almost bound to be put in a false position from the start. Sir Stafford 
himself made the rdle of honest commentators the more difficult by implying 
that all the decrying critics would be “extremists’’ from one side or the 
other; and indeed the battle has since been joined in unfruitful disputes 
about which “ side ’’—the profit-earners or the wage-earners—is being asked 
to make the bigger sacrifice and which has suffered the more in the past. It 
is not along such devious routes as these that the right policy will be found. 

It is not, therefore, in any captious or partisan spirit that we approach the 
Government’s proposals. But, at the risk of misunderstanding, it must be 
said that though its diagnosis is sound at last, its prescription looks little better 
than quackery. The White Pape r, taken by itself, is unexceptionable. It is 
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others of its kind, to explain to the mass of the people the simple facts about 
inflation, to expose the illusion and the dangers of rises in money incomes, 
and to appeal for sensible restraint. If its purpose were simply to hold the 
line while the Government itself draws breath and then prepares its own 
anti-inflationary policy, it would be beyond criticism. The associated changes 
in the technique of price-control, whereby wage-increases no longer rank 
automatically as admissible costs for the purpose of Governmental price- 
fixing, would be merely common prudence, for this automaticity has at times 
acted as a positive invitation to new wage-demands and as a sanction to 
employers to concede them. But the Chancellor’s subsequent amplification 
of the programme—including the appeals to the F.B.I. to produce a plan, and 
the formal freezing (at levels current in the two months to end-January) of all 
prices within the present ambit of price-control which were “not already 
sufficiently closely controlled ’’— strongly suggested that it is not intended as 
amere stop-gap. The Government does not suggest that this programme will 
be quickly superseded or reinforced by a drastic recasting of budgetary and 
financial policy. It merely says that ‘‘ other measures’ will be inevitable if 
this programme fails—and strongly hints that these other measures would 
take the form of a much harsher dragooning of the economic system than has 
yet been contemplated. 

The proposals must therefore be judged on the assumption that they are 
seriously put forward as a feasible means of countering the inflationary menace, 
and as a substitute for a central policy to counter it. What is the plan? 
Wages are to be stabilized if organized labour agrees to stabilize them and if 
the workers themselves abide by the rulings of their representatives—except 
that there may be wage increases in any one of three circumstances, all of 
which defy precise definition or objective test— 

(1) if the increases are ‘‘ accompanied by a substantial increase in pro- 
duction ”’ (what is ‘“ substantial”; what is “ production ’’—e.g. 
in transport, in the civil service, or in the banks, all hotly-contested 
cases ; and after what period is the increase to be measured ?); 

(2) if the increases are “‘ justified from a national point of view”: for 
example, as inducements “‘ to man up an undermanned industry ” 
(how can sectional and interested groups be made the arbiters of 
what is in the national interest ; how can they know whether, and, 
if so, to what extent, an increase is needed for the purpose ?); 

(3) contingently, if as a result of a future “‘ marked rise in the cost of 
living ’’, certain personal incomes “ become inadequate ” 

Well may the Prime Minister candidly remark that “‘ the White Paper does 
not stabilize anything ”’. For all that, its plain intention is to stabilize a large 
part of the wages sector. 

But, supposing the numberless practical difficulties to be surmountable, 
the Government recognizes that the workers would not co-operate if prices 
continued to rise despite the partial stabilization of wages. Hence it looks to 
the remaining constituents, or supposed constituents, of prices. And here its 
aim is not stabilization or selective increases, but actual reduction. ‘“‘ Our 
objective,’ declared Sir Stafford, ‘‘ is to reduce prices wherever possible, and 
to reduce profits’’. Moreover, this policy is aimed not merely at personal 
incomes from profits, but at profits as a whole, whether distributed or undis- 
tributed. The inroad into profits is intended, it seems, to provide some slack 
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wherewith to absorb the almost inevitable cost increases which derive from 
imported materials, and thus to avoid the increase in domestic prices which 
would too sorely try the patience of the wage-earners. To avoid any possible 
charge of partisanship, we pass over the inequity which prima facie is here 
implied between the treatment of the two “ sides’’. But surely there never 
was a plan better calculated to foster the dangerous and false belief, ever 
widespread, that the interests of the wage-earner and profit-earner are funda- 
mentally, even arithmetically, opposed. 

Apart from the social and political friction which may thus be exacerbated, 
and assuming complete goodwill and sincerity from both sides, is the plan for 
prices and profits likely to be any more workable than that for wages? As 
an administrative, as distinct from a political problem, the task with which 
the Government has confronted the F.B.I. and the other bodies to which it 
has appealed is more intractable even than that with which the unions have 
been saddled—though they, too, are now in sore need of sympathy. How are 
profits to be limited or curtailed ? Unless there are to be the grossest in- 
equities as between firm and firm, or unless the public-spirited are to be left 
unguided to make such sacrifices individually as they deem fit, while less 
scrupulous competitors continue as before and soon undermine the gains from 
others’ abstinence, there must be some common test of reasonableness of 
profit, either with or without a system of sanctions to ensure a rough and 
ready conformity with it. But what possible test is there ? This is a problem 
which during the war defied the more or less united efforts of the Treasury, 
the Board of Trade, the Prices Regulation Committee, the Contracts Co- 
ordinating Committee, the Select Committees on National Expenditure, the 
Public Accounts Committee, and a whole army of professional accountants. 

Several different yardsticks, or complex combinations of them, were set 
up at different times by this formidable array of price-control experts, and 
the F.B.I., if it now rashly tries to propound a tangible scheme, may toy with 
one or other of them: 


(1) A standard maximum “ mark-up’’ on costs per unit, fixed either as a 
percentage of costs or as the actual money value of the mark-up per unit 
at some date in the past ; or, for production which is not in standardized 
units, a simple percentage on turnover. 

But would the Government, and the watchful unions, be content with 
a system which might produce large increases in total profits of firms 
whose turnover, for whatever reason, was rising fast ? Sir Stafford has 
said that it is ‘‘ wrong ’’ for the benefits of efficiency to be entirely retained 
by the profit-earner. On the other hand, must a firm which experiences 
bottlenecks in raw material supplies see its gross profits drop pari passu 
with output, even though (if its efficiency were high) its selling prices 
were lower than those of a more fortunately placed competitor ? The 
cost-plus basis—even in the intricately refined forms which were invented 
during the war—is bound to penalize the efficient and subsidize the 
inefficient. 

(2) Alternatively, are profits again to be tested wholly or mainly by reference 
to ‘capital employed’’ in preference to turnover? If so, what is 4 
“reasonable ’’ return, and on what conceivable scale is it to be varied 
from industry to industry? Are inefficient firms to get the same basis 
as the efficient ? How is capital to be defined ? And, assuming that all 
firms are equally prepared to play ball, whence will come the army of 
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accountants to assess the capital and the profits and indicate the prices 
which the formula implies? If at a year-end it is found that a company 
has far exceeded its indicated profit, are consumers to get rebates ; if the 
converse, are they to be surcharged? And, if retrospective adjustments 
are ruled out, what will the unions say when bigger profits are announced ? 
Will future prices then be fixed below costs ? 

(3) The only escape from such farcical possibilities would be some restriction 
on the global profits of individual firms by reference to a base period— 
in short, a new E.P.T., but with the consumer as beneficiary instead of 
the Exchequer. Even Mr. Dalton acknowledged the anomalies and 
inequities of the old E.P.T. Could a new E.P.T., on a quasi-voluntary 
basis, work less anomalously ? To answer that question, it is necessary 
merely to reflect upon the possible base-dates : 1947, year of inflationary 
profits for some, of bottleneck dislocation for others; 1946, year of 
reconversion ; war-time years. 

These, it will be noted, are all inescapable practical problems, quite unrelated 
to the question whether all firms would honestly co-operate, and quite urrelated 
to the possible need for sanctions. How could any such scheme conceivably 
be worked ? Where is the administrative staff to grapple with these intricate 
complexities ? Is the over-worked Inland Revenue to lend its expertize to the 
F.B.1., and become a price-controller as well as tax-assessor ? Or is the F.B.L., 
in the unwitting and unwilling guise of precursor of the new fascism, to build up 
its own secretariat for prices and profits control (or should we say, guidance ?), 
and bid against the Government for the accountants which are in short supply ? 
Or would accountancy not be classified as a trade which needed ‘‘ manning-up 
in the national interest ”’ ? 

Where indeed would this farce end, this attempt to re-create a system 
which broke down even during the war? Is this nightmare of costing and 
artificial pricing, which would create vastly more anomalies than it could 
possibly solve and vastly more work than there are accountants to do it, is 
this nightmare the pattern for the new “‘ democratic” restraint? It is a 
curious version of democracy. 

This is not an argument to show that the whole problem is insoluble, still 
less is it intended to prove that profits cannot be reduced and therefore should 
be left alone. It proves simply the administrative impossibility of controlling 
them—whether “ voluntarily’ or legally—on any equitable or worthwhile 
basis. For on the profits side, and perhaps on the wages side, too, such plans 
as these would put out of court one of the prime objectives the Government 
has in view. They would extinguish the last vestiges of normal incentives to 
efficiency and put a positive premium upon inefficiency. 

But that is not all. Suppose not only a genuine co-operation from everyone 
but also that these numberless practical difficulties were soluble : suppose the 
plans could work precisely as the Government hopes and intends. Then wages 
would be (nearly) stabilized ; profits would be (mostly) reduced ; and prices 
would be (largely) prevented from rising despite the increase in import costs. 
But is this really a prescription for the malady which the Government has 
now diagnosed—is it a means of reducing the inflationary pressure by ‘‘ drawing 
off the surplus of purchasing power in the hands of the individual”’? If not, 
for how long could this odd pattern of stabilization be maintained ? 

The pressure of inflation is doing damage now; we are not confronted 
simply with a future and contingent danger. The pressure which for twelve 
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months has been sapping the strength of the body economic has been exerted 


by the excessive flow of money incomes at, or even below, thetr extsting levels. 
The Government hopes to re =_— only one of these levels—the level of profits 


and at best to keep the general level of wages unchanged. To assess the 
broad effects upon the total flow of spe ending power, there is fortunately po 
need to get embroiled in the enlranial : lisputes about the relative shares of 


profits and wages in the national income. The difference between the nation’s 
wage and salary bill and the total of profits (even if the omnibus figure for the 
latter given in the National Income White Paper is taken as a guide) is so 
wide as to show beyond any doubt that even a swingeing curtailment of profits 
could not by itself suffice to close the existing inflationary gap. It is beyond 
question that the major stream of demand comes from the wage and salary 
earners. Moreover, as the Chancellor himself repeatedly points out, the 
inflationary gap which must be closed is steadily widening, and will continue 
to widen in proportion as the fatal gap in the balance of external payments 
is narrowed. In short, even if this new policy could be launched on the lines 
the Government has indicated, there would still be a very large and probably 
increasing flow of excess spending power—after allowing for the possible 
repercussive effects of profit reductions upon other incomes. 

Though extended control and voluntary restrictions of prices might widen 
for a time the range of price-discipline and check the spiral tendencies, the 
pressure of inflation against the dams of physical control would continue. 
Very soon the new pattern of stabilization so laboriously formed would begin 
to disintegrate. Indeed, at many points the pressures might be positively 
increased. Rising prices are nature’s remedy for inflation, and especially for 
the diversion of resources from essential to non-essential uses which it involves. 
Artificial stabilization of a still wider range of prices, and especially the reduc- 
tion of profits within that range, would simply aggravate the temptations to 
divert productive resources from the essential and controlled segments of the 
economy to the non-essential and uncontrolled. 

This essay in deflation by exhortation is in fact an act of abdication. In 
eftect, the Government, having at last perceived the real dangers from an 
inflationary spate which it has never seriously tried to dry up, now decides 

. simply to tell it to stop. Mr. Attlee, last summer, told workers to ponder 
well whether they were employed to the best national advantage and, if they 
decided otherwise, to pack up and go elsewhere. Now Sir Stafford Cripps, 
confronted by embarrassing wage demands, rising profits, and inadequate 

savings, simply tells workers to withdraw their de mands, employers to reduce 
profits, and everyone to save more—while at the same time the Government's 
financial and monetary policy perpetuates—-and even ensures an increase in 
the flow of surplus P pure in ising power. 

It is easy to see how the Government has been driven down this blind 
alley. But its logic is the logic of a one-track mind. It finds its chosen instru- 
ments of planning and physical control undermined by inflationary pressures 
which seem to grow in strength at least as fast as the controls are reinforced. 
It perceives that in range and character the controls now approach the point 
at which they can no longer be regarded as democratic—indeed this point was 
really reached last year when direction of labour was reimposed. The Govern- 
ment shrinks from travelling further along this road, and especially from inter- 
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because that way lies totalitarianism. It is so preoccupied with the techniques 
of control and direct action that it either fails to see, or deliberately ignores, 
that it is both charged with the responsibility and has ‘the power to re lieve the 
pressure at the source. It bewails the approaching danger of the undemocratic 
techniques which it fears it may have to adopt and yet stands aside or over- 
looks the classical liberal remedies for precisely such a situation as this. It 
cries aloud to the elements to cease their raging around the floundering vessel, 
yet stands aloof from the pumps which would keep it afloat. 

For this old malady of inflation there is only one remedy— the old remedy 
of fiscal and monetary restraint. Such a restraint is exerted, on the one hand, 
by a budgetary surplus achieved by cuts in expenditure wherever possible 
and by increased taxation otherwise, and, on the other hand, by keeping a 
tighter hold on the reins of credit. In Britain, perhaps more surely than 
anywhere else, the technical conditions for the success of such methods still 
exist. There is here an efficient tax machine, a firmly-based fiscal morality 
and an unrivalled apparatus for credit management—conditions which go far 
to explain why, despite the inadequacies of past budgets, inflation has never 
become uncontrollable in a continental sense. In present circumstances, the 
classical formula needs only one major adjustment: because of the existing 
burden of direct taxation, the cuts in expenditure must make room not only 
for a large budget surplus, but also for a reduction in the direct burdens— 
especially of P.A.Y.E.—upon earned incomes. 

Does the Government eschew this prescription because it thinks it would 
work blindly, or harshly, or would not work at all? If the first, surely the 
apparatus of control, once relieved of the paralysing pressure, could and would 
impose a directional force and a discrimination which were admittedly lacking 
in the classical deflations. If the second, could not that same apparatus relieve 
much of the supposed harshness ? Indeed, would there really be much harsh- 
ness, given the condition of full employment and surplus demand? This is 
not another 1931. In any case, is the harshness of fiscal discipline worse than 
the harshness of totalitarianism—or even of the haphazard injustices which 
the ‘‘plan”’ for voluntary action would involve if it could be worked at all ? 
It is significant, perhaps ominously so, that the mechanism of wage stops and 
price and profit control is one which has been operated successfully only 
under Nazi Germany. Ina democracy it must share the fate of l’expérience 
Blum. If, finally, the Government fears that fiscal pressures would simply be 
engulfed by rising wages, does it not forget the complementary half of the 
formula—the mechanism of monetary policy? If it will but turn off the 
money taps—while using the specific controls to prevent too indiscriminate an 
effect—it will find powerful reinforcement for any sound budgetary plan. 

In its fear of compulsory measures, the Government thinks it best to proceed 
by “consent on all sides’’. Quite so. But let it seek their consent, not for a 
quack prescription which is bound to fail, but for a policy of democratic com- 
pulsion. Indeed, even without such prior consent, could it not find the courage 
to submit and justify an honest pre scription in the homely tradition? It is 
the only policy which can both succeed in countering the inflationary menace 
and in avoiding the dangers of an undemocratic dragooning which the Govern- 
ment’s one-track reasoning seems to bring uncomfortably close. The 
Government should think again—whatever the response to the appeals for 
voluntary plans. 
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The isha of Payments 


HE Government’s White Paper on the United Kingdom’s balance of 

payments, 1946 and 1947 (Cmd. 7324), is a frightening and salutary 

document in more senses than one—and certainly not least for those 
planners who have naively put their faith in—and based their plans upon— 
the infallibility of economic forecasting. Compared with the admittedly 
tentative estimé ites contained in the Economic Survey for 1947, the reality of 
the past year’s accounts reveals a magnitude of errors and discrepancies which 
would surely earn instant dismissal for anyone entrusted with the management 
of business budgets. Imports estimated at £1,450 millions have turned out to 
be £1,574 millions. Exports scheduled to reach £1,200 millions have fallen 
£75 millions short of this figure. Government overseas expenditure amounted 
to {211 millions, — red with an expected £175 millions. On “ invisible ” 
account the Survey budgeted for net receipts of £75 millions ; in fact, these 
items involved a net debit of £15 millions. The ‘deficit on current account 
which, according to the Survey, could not be allowed to exceed £350 millions, 
beyond which “it would be unsafe to borrow’’, has, in fact, amounted to 
£675 millions, while the net drain on gold and dollars, a far more significant 
criterion for “ safety ’’ measurements, has exceeded {£1,000 millions. 

There are, of course, mitigating circumstances to excuse each of these 
errors. But this is not a case of tout comprendre c’est tout pardonner. Fora 
year such as 1947 some mistakes are perhaps forgivable ; but what is unfor- 
givable is the failure to take prompt and vigorous measures to retrieve the 
cost of these errors. The import estimates, for example, had been demon- 
strably upset by a huge margin for many months before any perceptible cuts 
were made in the import programme. But if these salutary lessons have at 
last been driven "ese and the tone of the Chancellor’s latest barrage of 
speeches and warnings is some assurance that this has happened—mere 
jobbing backwards in terms of estimates ceases to serve any useful purpose. 
But careful analysis of the actual experience is of the highest importance. 
The sorry figures for 1947 are reproduced in full in the accompanying tables 

—and we will not make the record any sorrier by presenting the Economic 
Survey estimates for 1947 side by side with the performance. 

Before looking more closely into the detailed figures, two general comments 
ought to be made. F irst, the Ministers and responsible officials deserve to be 
congratulated for the manner in which the accounts have been presented. 
As they appear in this latest White Paper they are the first really comprehensive 
statement of the U.K. balance of payments accounts ever published in this 
country. They attempt to reconcile current transactions with changes in 
capital items and, furthermore, show how the net drain on reserves has been 
running during the year as a whole. 

Secondly, a brief explanation seems desirable of the technique of balance 
of payments estimation as practised in the United Kingdom. Before the war 
these estimates, prepared by the Board of Trade, were little more than the 

vaguest haphazard guessing, unworthy of this country and of the technical 
accomplishments of the men responsible for the task. The items in these 
pre-war estimates might be corrected jrom one year to another ; indeed, they 
were adjusted within considerable limits often as a result, not of any deep 
official studies, but of investigations conducted by outsiders. For example, 
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the estimates of income from overseas investments were adjusted in conse- 
uence of Lord Kindersley’s private studies in this field, and thereafter were 
largely founded upon his figures. The technique of analysis and presentation 
which is now followed dates from the beginning of the war and the institution 
of exchange control. The resultant balance of payments statistics are, in 
effect, a by-product of exchange control and are appropriately undertaken by 
the Bank of England, where a considerable staff is now engaged on this task. 
This department of the Bank of England works in close consultation with 
experts of the Treasury and the Central Statistical Office. But this linking of 
balance of payments analy sis to exchange control has obvious defects. The 
method would be ideal if the net of exchange control were cast round the 
United Kingdom alone. But it is not; it enfolds the whole sterling area. 
The Bank of England and its balance of payments statisticians have a fairly 
detailed, comprehensive and accurate knowledge of the payments passing 
between the United Kingdom and the non-sterling countries. But they have 
only the haziest and accidental information of what passes between the United 
Kingdom and the rest of the sterling area, since these movements of funds 
are not subject to exchange control and do not have to be reported to the 
authorities. 

This fact should be kept well in mind in analysing and assessing the present 
series of balance of payments estimates. The gaps in the estimating technique 
open up very considerable scope for errors and discrepancies. In terms of 
recent experience these gaps have undoubtedly allowed substantial unrecorded 
and unsuspected movements of funds to take place. Last year exceptionally 
large movements of capital took place from the United Kingdom to the rest 
of the sterling area. Some were justified, some less so. Large payments were 
made from this country in financing the rehabilitation of commercial enter- 
prises in the colonies and dominions. There were also substantial movements 
of funk money from the United Kingdom. A certain leakage from sterling 
into hard currencies took place by seepage at some of the most distant seams 
of the area, notably from Hong Kong and South Africa. On much of this 
traffic in sterling the revelations of the White Paper are far from complete : 
the details of such operations are hidden in residual items or in statistical 
sophistries such as the inclusion of emigrants’ capital exports among additions 
to Britain’s external assets, i.e. investment abroad. 

There are, however, certain global figures which are cast iron in their 
hardness. Among them are the net loss of gold and dollars, the net changes in 
overseas sterling balances, the totals of merchandise trade. These impart a 
certain solidity to the whole edifice of the accounts. Whatever doubts may 
be harboured about the actual details of the structure, its overall shape is 
beyond question. What the accompanying tables purport to show is, first, an 
account of the current transactions of the United Kingdom in each of the 
last two years, with comparable figures for 1938 ; second, an estimate of changes 
in the capital account of the United Kingdom vis-d-vis the rest of the world 
in each of the last two years ; and, third, an account of the drain on the gold 
and dollar reserves for the first half of 1947 and for each month in the second 
half. Even the shape—as distinct from the size—of the resultant picture is 
disquieting. It testifies to a policy of Micawberish improvidence which is 
surely without precedent in the history of this country and which, if one may 
judge from the commercial agreements negotiated since the turn of the year, 
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notably those with Canada and Argentina, is still the policy that holds sway, 
though perhaps in a somewhat diluted form. 

t would be pointless in the text of this article to survey the tables item 
by item, but some of the major changes demand explanation. The deteriora- 
tion in the deficit on current accourt, from £380 millions in 1946 to £675 
millions in 1947, is the resultant of many factors, but by far the most important 
was the increased price of imports. The rise in the value of imports, from 


TABLE I 
CURRENT ACCOUNT 


(£ millions) 

















1947 
1938 1940 Provisional 
Payments 
1. Imports (f.o.b.) .. es aa di a 835 1,092 1,574 
2. cee expenditure— 
(a) Military (net) ‘ - es oo 230 80 
(6) Relief and rehabilitation oa ai — IIo 62 
(c) Cost of Germany (net) .. ‘a a -- 40 79 
(d) Other (net) a oe a er - — go - 10 
Total Government expenditure .. ma 16 290 211 
3. Shipping... wa i ws 80 140 163 
4. Interest, profits and dividends se nl - 30 77 94 
5. Film remittances (net) .. ‘in i ia 7 17 13 
6. Tourist payments .. ‘a PY “a ee 40 26 50 
7. Total payments .. wa = <s ta 1,008 1,642 2,105 
Recetpts 
8. Exports and re-exports (f.o.b.) .. : , 533 888 1,125 
9. Shipping .. its aa wd 100 149 180 
10. Interest, profits and divide nds ct a fa 205 152 145 
11. Other (net) ae *~ - x rr 100 73 — 20 
12. Total receipts = ; sa sii a 938 1,262 1,430 
Surplus (+) or Defictt (-—) on 
Current Account 
13. With Sterling Area = ie ats - —- 30 + 80 
14. With Western Hemisphere < ; ei ~ — 360 — 680 
15. With Rest of World oa gr az - -- + 10 - 75 
16. Total as wa ia oa = - 70 - 380 - 675 


£1,092 millions to £1,574 millions, is equivalent to 44 per cent., but this steep 
expansion veils an increase of only 14 per cent. in the volume of imports. 
Among the invisible items Government overseas expenditure would have 
been reduced much further, and might indeed have accorded with the Economic 
Survey estimates, had it not been for the sharply increased cost of feeding the 
3ritish zone of Germany. That also was largely a product of higher import 
prices. 

In the normal invisible items, the year’s performance was unexpectedly 
disappointing. Slightly larger net shipping receipts (deducting items 3 from 
items 9 in Table I) re flect the slow building up of the merchant fleet and also 
he fact that cuts in the import programme have allowed a larger diversion 
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of available shipping to carry other countries’ goods. The improvement in 
this item, however, has been more than swallowed up by the deterioratior in 
the income from overseas investments. Net income, which amounted to 
{175 millions in 1938, but was only £75 millions in 1946, fell further to £51 
millions in 1947. This was partly due to continued sales of investments in the 
last two years, but even more important is the fact that increased payments 
have had to be made in respect of remittances of profits by foreign businesses 
operating in this country. This is one of the sombre facets of the loss of con- 
fidence in sterling in the past year; most foreign firms operating British 
subsidiaries tended to distribute profits up to the hilt and to remit those 
profits home, as, under the Exchange Control regulations, they have always 
been entitled to do. 

By comparison with the high hopes held out in some quarters, the balance 
of tourist expenditure was even more disappointing. In spite of the suspension 
of travel allocations to British tourists in 1947, the total amount spent by 
British visitors to other countries has risen from £26 millions in 1946 to £50 
millions in 1947, and was in fact {10 millions greater in 1947 than in the last 
pre-war year. Receipts from foreign tourists in the United Kingdom are 
not even shown sep sarately : they are included in the residual item No. IT in 
Table I. It can be said of them that they fell a long way below even the more 
cautious hopes. One important factor to bear in mind when comparing the 
violent swing in this residual item No. 11, from a credit of £73 millions for 
1946 to a debit of £20 millions for 1947, is that it includes an allowance for 
imports from stocks previously acquired abroad and already paid for by this 
country. Since such imports figure in the imports total although they involve 
no further payment, a corresponding credit has to be allowed among the 
invisible items. Such “ unrequited’ imports were heavy in 1946, but much 
smaller in 1947, which explains a large part of the deterioration in this 
residual item. 

The current account table also brings out very plainly how largely the 
problem of the current deficit is a problem of U.K. trade with the Western 
Hemisphere. The deficit with the Western Hemisphere was no less than £680 
millions, actually {5 millions greater than the global figure. With the sterling 
area there was a net surplus of £80 millions and with the rest of the world a net 
deficit of £75 millions. It is, however, in the capital account that the fullest 
extent of the pressure on U.K. reserves is revealed. The overall net change in 
the capital account must, according to the best accountancy practice, be made 
to agree with the net current account deficit—the £675 millions, which repre- 
sents the total net overseas disinvestment for 1947. But this figure is the 
product of many pluses and minuses and some of the former have little more 
significance or reality than their function of providing a balancing item in the 
account. Thus the £181 millions shown as the increase in British assets in 
the sterling area includes emigrants’ capital which cannot, by any stretch of 
imagination, be regarded as a U.K. investment, since those who have made 
the investment have ceased to be residents of this country. 

Apart from this equivocal item, however, the capital account unmistakably 
shows the magnitude of the genuine export of capital made by the United 
Kingdom to other sterling area countries. This movement derives from the 
already mentioned drive to resume overseas business connections, the ambitious 
and expensive colonial development scheme, the British capital sunk in gold 
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mining and other comparable enterprises, and finally the movement of refugee the 
or funk capital which has gone largely to South Africa and the West Indies aa 
note 


well in excess of economic needs. The burden on the British reserves which 
arises from large and perhaps excessive overseas investment is even greater 
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il TABLE “ ” pay! 
CAPITAL ACCOUNT net 
(4 millions) this 
1947 . 
1946 -rovisional dire 
I, Net change in Uni Kingdom gold and dollar mill: 
reser Mf 
A. On United Kingdom account 347 — 677 whic 
t. Deficit with Dollar Area —- 340 — 626 Finz 
z. Gold and dollar subscriptions to Inter- pay! 
national Bank and Fund - a - 7 - 51 ae 
la I a und 7 5 | the 
B. On Rest of Sterling Area account 41 — 189 
3. Deficit with Dollar Area as a ie - 33 — 266 
4. Gold and dollar subscriptions to 1I.M.F 
and Bank .. ws ; ‘- - 3 - 7 
5. Purchases of new gold from Sterling Area + 82 + 84 
C. On Whole Sterling Area account 
6. Net gold and dollar receipts from or pay- 
ments to other countries or ee + 80 — 157 
7- Total change in reserves ‘ ; a — 226 — 1,023 m 
nisin a July 
II, Net change in United Kingdom external capiial assets Augu 
A. Assets in non-Sterling Area: - 76 + 55 Septe 
8. Gold and dollar subscriptions to I.M.F. Octol 
and Bank .. a os us a + 7 + 51 Nove 
g. Sales and redemptions of United States Dece! 
and Canadian securities and repayment 
of loans (net) “ae a 7 2 - 13 + 3 } 
10. Other capital transactions .. bes a - 70 + I 
Bb. Assets in Rest of Sterling Area : - 38 + I51 Of t 
11. Australian and New Zealand gifts .. ; -— — 30 cred 
12. Other capital transactions .. =. is - 33 +181 decr 
13. Total change in capital assets — 114 + 206 a 
———$——— ~~ | 
Ill. Ne change in sterling balances ; year 
A. 14. Balances of non-Sterling Arca countries .. + 76 + 23 illi 
B. 15. Balances of Sterling Area countries aa — 36 — 165 mull 
ee ee Accc 
16. Total change in sterling balances ia + 40 — 142 £80 
LV. Summary Afric 
17. Net drain on United Kingdom gold and and 
dollar reserves a - ne a 226 1,023 be s 
18. Net decrease in United Kingdom external ‘ 
capital assets . si 114 — 206 in th 
ig. Net increase in sterling balances 40 — 142 that 
0. Total Overseas Disinvestment 380 675 dedu 
——____—__ —_—_——— estin 
_— . , : sight 
than that resulting from the running-down of accumulated sterling balances. sah 
The strain of unrequited exports through this last channel is shown by the | a lit 


fact that the accumulated sterling balances of sterling area countries fell by 
£165 millions in 1947 (including, however, the £30 millions reduction which 
resulted from the Australian and New Zealand gifts). India played by far 
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the largest part in this particular movement. Balances of non-sterling area 
countries, on the other hand, increased by £23 millions and this, it should be 
noted, included the considerable drawing down of balances by Egypt and the 
Sudan, which in the capital account are included in the non-sterling area. 
The dramatic climax of this table, and indeed of the whole balance of 
payments White Paper, is its revelation of the figure of £1,023 millions as the 
net reduction in the U.K. gold and dollar reserves over the whole of 1947. Of 
this total, £677 millions, compared with £347 millions in 1946, was due to the 
direct expenditure of the United Kingdom in the dollar area. A further £189 
millions represented direct dollar expenditure of the rest of the sterling area, 
which in the previous year had actually had a net dollar income of £41 millions. 
Finally, £157 millions represented the cost of convertibility, namely, the net 
payments of the whole sterling area to non-dollar countries, which placed in 
the hands of those countries sterling which they chose to convert into dollars. 





TABLE III 
DRAIN ON RESERVES, 1947 
(£ millions) 
Drawn on: 
Total net Decrease in International 
drain on gold and dollar us. Canadian Monetary 
reserves holdings credit credit Fund 
1947 
First half 467 69 360 38 ~- 
July .. oa na 133 - 52 173 12 —— 
August er bia 156 - 8 149 15 - 
September. ss 93 68 —_ 10 15 
October wis ar 67 27 — 10 30 
November .. ie 59 34 “= 10 15 
December ca is 48 13 25 10 -- 
Total ar 1,023 151 707 105 60 





Of the total of £1,023 millions, £707 millions came from drafts on the U.S. 
credit, £105 millions from the Canadian credit, £151 millions represented the 
decrease ir gold reserves and dollar working balances, and the balance of {60 
millions comprised dollars bought from the International Monetary Fund. 

The drain was, of course, diminishing in intensity in the latter part of the 
year, and from a peak figure of £156 millions in August, had fallen to £48 
millions in December. At the end of the year the Exchange Equalization 
Account held £512 millions in gold and dollars. To this, should be added the 
{80 millions which has since been obtained through the gold loan from South 
Africa, the £50 millions which was then still available in the American loan, 
and an approximately equal amount in the Canadian loan (though there may 
be some restrictions on using more than the {11 millions drawing envisaged 
in the last Anglo-Canadian agreement). Adding to this the further £20 millions 
that may be bought from the I.M.F. between now and next September, and 
deducting the {50 millions of gold and dollars lost in January and a further 
estimated {£40 millions lost in February, there appears to be in hand or in 
sight at the present moment some {620 millions of reserves. If the minimum 
working balance is between £250 millions and £300 millions, that gives Britain 
a little more than six months, at the rate at which the drain is now running, 
before rock bottom is reached. It is no wonder that Ministers now 
openly admit that they are gambling on Marshall aid. 
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The French Monetary Experiment 
By Jean Claude 


Paris, February 16 


NDER the resolute leadership of a Premier who belongs to the liberal 
wing of the semi-socialist M.R.P. party, and of a Finance Minister who 
happens to have a first-hand practical knowledge of finance and who 
represents in the French Cabinet the now ultra-liberal radical party, France, 
at the end of January, took a big plunge into the waters of monetary realism. 

As an afterthought, the monetary reform which was to include two essential 
sets of measures, one of devaluation and of free marketing of currencies, the 
other of free gold marketing, was “ completed "’ at the very last moment by 
the call-up of the 5,000-franc notes. 

The object of this article is to survey these measures—-the meaning of the 
two first, the origin and possible efiects of the third—and to attempt to foresee 
the consequences of the whole plan. Finally, we will consider and discuss— 
purely from the French angle—the British objections to our scheme. 

[—-A Nro-LIBERAL POLICY 

Over the course of the past year the bankruptcy of state directional planning 
of the French economy has become more and more apparent. The revolt of 
the individual, hampered in his personal freedom by the suffocating encroach- 
ment on his economic actions of an all-embracing and incompetent, if not 
corrupt, bureaucracy, has gathered momentum. The French people, however 
deeply concerned with social welfare, have come to realize that there was no 
middle way between communism and individual freedom. Communism offers 
a logical, coherent and “ on paper ’ satisfactory solution to the economic 
problem by 100 per cent. state direction and full planning of individual activi- 
ties—including, as an essential part of the system, planning of individual 
thought. 

French socialists and French M.R.P. members (Christian-inspired moderate 
socialists) have gradually understood the dangers that their alliance with an 
extremely dynamic and ambitious French communist party was creating for 
their deeply engrained respect for individual rights. However diverse the 
sources of this tradition, to-day these forces are merged to resist the destruction 
of the personne humaine by the crushing machinery of the Communist state, 
which finally resolves itself into the dictatorship of a few individuals, heads of 
the ‘‘ Party ’’, over the whole mass of their “ fellow ’’ citizens. 

This ideological preface provides a necessary background against which 
to view the political implications of French economic and financial policy 
over the last twelve months. 

At the beginning of 1947 the communists were expelled from the French 
Governmé nt and thus deprived of their main propaganda agencies. In November 
a consid erable number of 1 mo 2 ilities which, by hook or by crook, they had 
secured for themselves after the Liberatt ion, were rid of the: 

A parallel movement in the econom : field compelled soci ‘alist ministers to 


put back into their pockets their economic programme of gradual socialization 





of a 
anc 


tior 
tha 
say 
pric 
and 


Fre 


a su 
The 
last 
Fre 


Stat 
one, 
to | 
wou 
own 
for | 


to il 
cabl 
was 
hidi 
coul 
exce 


ster] 
to F 
curr 


of F 
with 


whit 
actiy 
and 

offici 
Char 
place 


with 
for t! 


~=TlCUhNLDWwhlC OU Ww 


THE FRENCH MONETARY EXPERIMENT 165 











of all means of production. France was beginning to learn the cost to the nation 
and to the individual of the hurriedly decided nationalizations of 1945. 

Not only did the socialists decide that there would be no more nationaliza- 
tions : it was under socialist ministers—first Ramadier and then Jules Moch— 
that, in 1947, France veered from an economy controlled by planning, that is to 
say by a brains trust of a few individuals, towards an economy controlled by 
prices settled in free markets where the wills of millions of citizens express 
and adjust themselves. 

Such is the fundamental trend of thought into which the freeing of the 
French franc and of gold must be integrated. 


II—THE DEVALUATION SCHEME 


No one has questioned the economic reasons which made obviously necessary 
a substantial devaluation of the French franc from the Bretton Woods parities. 
These reasons were very clearly set out in P. Unri’s article in THE BANKER 
last month. A straight devaluation, however, was not sufficient to meet the 
French requirements. 

First of all, in the still rising trend of prices in France (and in the United 
States) it was impossible to determine once for all a dollar parity or a sterling 
one, least of all when the dollar-sterling parity itself appeared to some extent 
to be artificially maintained. The simplest way to deal with this situation 
would have been to keep a floating franc for a few months and to let it find its 
own level when the internal level of prices and salaries had itself been stable 
for a reasonable period. 

The huge deficit of the French balance of trade and the urgent necessity 
to import vital products and raw materials made such a course hardly practi- 
cable. Furthermore, for the success of his manoeuvre the Finance Minister 
was banking upon the repatriation of French assets held abroad and kept in 
hiding. An inducement had to be offered to holders of these assets. This 
could be done by taking a leaf from the note-book of Professor Einaudi, the 
exceptionally competent and able Italian Finance Minister. 

Finally, on January 24, France took the following measures : 

First, the Government revalued the official rate of the dollar and the pound 
sterling by 80 per cent., thus raising the value of the dollar from Frs. 119,10 
to Frs. 214.39, and that of the pound from Frs. 480 to Frs. 864, the other 
currencies being adjusted accordingly. 

Simultaneously, the black market, where U.S. dollars had reached the rate 
of Frs. 355, was whitewashed and official dealings were to take place daily 
with quotations for the U.S. dollar and the Portuguese escudo. 

On the next day the Government secured in Parliament a vote which 
whitewashed also the black market in gold coins and ingots, which had remained 
active enough for its quotations to be published daily throughout the occupation 
and ever since. Henceforward the negotiations in gold were to take place 
officially at the Stock Exchange under the control of the ‘‘ Cie des Agents de 
Changes” which exerts a statutory monopoly over gold transactions taking 
place outside the Central Bank. 

The buying price of gold by the Bank of France was fixed in accordance 
with the new dollar official parity and raised from Frs. 780.50 to Frs. 1,368 
for the Napoleon (or Louis) which is the 20-franc gold coin. 
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There is, of course, little chance that much gold will accrue to the central 
bank—except gold from mines under French control—since the Napoleon 
black market rate on the eve of the new regulations was Frs. 4,000. 


II1I—TuHE EXPECTED WORKING OF THE DEVALUATION SCHEME 

Since French imports remain subject to import licence, and French travel 
abroad to passports and grants of currencies by the Exchange Control Depart- 
ment, demands on the free market for dollars, escudos and Swiss francs will 
remain limited. Few Frenchmen could afford to buy dollar notes on the free 
market for the purpose of visits to the United States and would be allowed 
anyway to take with them only as much as they would be permitted to spend 
per day, since the export of capital remains prohibited. Importe rs will obtain 
dollars at the official rate only if their imports rank on a first priority list ; 
otherwise they will have to secure their exchange on the free market. The 
less essential imports will thus be discouraged. 

in the other hand, the demand for French francs on the free market will 
be considerably stimulated—firstly, by foreign importers who had refrained 
for several months from buying from France in expectation of the coming 
devaluation. Accumulated orders will thus give a first impetus to a revival 
of French exports, and this should be maintained through the re-establishment 
of French prices to a competitive level. French exporters still have to sur- 
render all the currencies obtained ; 50 per cent., however, can be sold on the 
free market, so that the present dollar export rate works out at about Frs. 260. 
Secondly, foreign tourists will be induced to come to France with wads of 
dollar notes (or escudos and soon, maybe, of Swiss francs or kroner) to sell 
them on the official free market as the rates are very attractive and will make 
a visit to France far less expensive than it used to be, even taking into account 
the substantial rise in internal prices. Finally, French owners of foreign assets 
will be induced to repatriate them. For those who have duly declared their 
foreign assets and have so far escaped their requisition, it is now highly advan- 
tageous to bring them back officially. The situation is slightly different for 
those who have not declared their assets. Expediency recommended that they 
should be allowed to come in on tip-toes under the nose of a benevolently 
sleepy control. Morals insisted that they should accept a 25 per cent. fine. 
It will be noted that, on dollars sold at Frs. 300, such a fine still leaves a 
repatriation rate of 225—slightly above the new official parity—-but would 
yield on sterling only Frs. 648, which is even less than the ruling black market 
price of Irs. 720 to the pound. 

The French owner of foreign assets, unwilling to pay the fine and even more 
to disclose assets which, although “ fiscally cleared ”’ for the time being, might 
provide an additional basis for a future capital levy, will therefore be induced 
to devise his own means of silent repat riation either through clandestine 
import of notes or through imports of goods for which, if they are of primary 
importance to the country, the granting of import licences (without exchange 
attached) will be considered. 

In the next few months, the combined effects of exports, tourism and 
repatriation of capital should produce a gradual but steady decline in the price 
of the dollar and of the gold coins on the Paris free market. Thus the free 
market rates would come down to meet the official parities of the hard cur- 
rencies and the gold buying price of the Bank of France. After a few months 
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at a stable level, which might even be below the present official parities, a 
final stabilization could be achieved. 
Such were the structure and prospects of the French scheme on January 27. 


IV—CALL-UP OF THE 5,000-FRANC NOTES 

It is not without reluctance that one sacrifices a lifelong ideology, and the 
members of the French Socialist Party in the Government were afraid that 
their yielding to the Liberal measures inspired by the impetuous René Mayer 
might shatter the cohesion of the party rank and file. They have steadily 
ignored the lessons of economic and monetary history, and they suffer from 
an uncontrollable tendency to flirt with the idea that an utterly unbalanced 
budget (causing chronic inflation) can be neutralized by a temporary freezing 
of notes or bank accounts. 

Together with their political associates of the M.R.P., they have had for 
years an utter distrust of the 5,000-franc notes (hardly worth to-day more than 
50 francs of 1914) which were supposed to be the essential instrument of the 
black marketeers. 

These views, although not based on sound economic reasoning, apparently 
found support in unexpected quarters. And when the Socialists, perturbed 
by the British Government agitation over the French measures, showed signs 
of intense unrest, they were placated by a last-minute move: the calling-up 
of the 5,000-franc notes, which, by a daring “ coup ”’ exceeding its legal powers, 
as was shown by M. Paul Reynaud in the Parliamentary debate, the 
Government deprived during the night of January 27-28 of their legal tender 
value. 

On the morning of January 28, Frenchmen learned that they could no 
longer make any payment with these notes. Thus on that morning many a 
Frenchman, lacking notes of a lower denomination, was unable to buy a 
railway ticket at the station, and considerable difficulties were involved for 
traders and companies which had accumulated large notes for their month-end 
pay roll. Smal] savers who failed to understand the move were driven to 
despair by the belief that their savings had become valueless. 

For the next few days, which included a week-end, hoarders of notes whose 
fiscal situation was irregular tried frantically to split their holdings or to 
dispose of them entirely. Thus the 5,000-franc note was offered all over the 
country at a huge discount, which reached 50 per cent. Buyers could be found, 
however, for the Socialists had in the most incredible way cestroyed the 
limited advantages of the measure, by securing an amendment in the Chamber 
whereby it was solemnly declared that no forced loan and no tax would be 
levied on the notes. Such a declaration should obviously have been deferred 
until the notes had all been surrendered. 

The tax collectors and the branch banking system were called upon to 
deliver the receipts against the notes. The last notes were surrendered on the 
morning of Wednesday, February 4, and on the following Friday morning, 
through the same agencies, depositors of one or two notes were authorized to 
withdraw their deposits in the form of notes of smaller denomination. 

Of a total note circulation of 900 milliard francs, the 5,000-franc rotes 
represented 330 milliards, 110 milliards of which had to be repaid at once to 
small depositors. About 6 milliards were not deposited, either because their 
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destruction was a self-inflicted penalty or because their previous export 
abroad contrary to the law made it impossible to retrieve them in time. This 
net profit will barely cover the expenses of the operation, for the printing and 
redistribution of the new 1,000-franc notes will cost about 2} milliards, and 
the printing of receipts plus the commission to the banks will absorb most of 
the balance. 

What results does the French Government expect of this measure? It 
will gain simply a considerable amount of fiscal information, especially con- 
cerning the farmers of the rich agricultural departments, and the immediate 
settlement of many an account in arrear between the taxpayers and the 
Inland Revenue authorities. Granted these items on the credit side, was it 
worth while to create such a perturbation in the country and to shatter the 
credit of the French bank notes, already weakened by the previous exchange 
of notes in 1945 ? 

The main reason given by the protagonists of the call-up is that it was 
essential to reduce for several months (at least pending the gathering in of the 
next harvest) the purchasing power of the French public to prevent a rise in 
prices and a rush for the conversion of hoarded notes into hoarded gold. 

On the first point their hope is vain for it is not the hoarders (largely 
farmers or people of means) who are bidding higher prices for food, but the 
masses of workers and employees whose recent wage increases are pressing 
hard on limited food supplies. The temporary freezing of large note hoards will 
only accelerate the coming crisis in the de /uxe trades. And, as Professor Rist 
has opportunely reminded the readers of Le Monde, no such deflationary 
attempt has ever succeeded anywhere, not even in Belgium, where the improve- 
ment in the situation has been due only to the increase in food supply made 
possible by the existence of dollar balances to the credit of the Government. 

On the debit side one cannot emphasize too strongly how far the call-up 
of the 5,0co-franc notes might go towards endangering the expected good 
effects of the devaluation measures. By provoking a new distrust in notes the 
Government has created a new and considerable demand for gold. To prevent 
a few 5,000-franc notes from being converted into gold or dollar notes, it 
has now induced the farmers and all other profiteers to exchange even their 
1,000-franc notes against gold regardless of the price, and to hang on to their 
stocks of produce to the limit. Although it may be said that that limit has been 
brought somewhat nearer, it is hard to believe that it will not extend beyond 
the crucial next few months. 
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Furthermore, they have needlessly aggravated the injustice inherent in all 
such general measures. To-day in France, the man who, during the past few 
years, had bought and kept gold or foreign notes against the lea 3 is free to sell 
his hoard anonymously at top price. On the other hand, the man who, instead 
of insisting on getting interest on his money by subscribing for Treasury bills 
or savings certificates, had built up an absurd but perfectly legitimate hoard 
of notes is a prior a suspect. 

No doubt the origin of the profits which have made possible the accumula- 
tion of large hoards of notes has frequently been illegal, and this fact, together 
with the efficient and speedy repayment to the small holders, explains why 
the public at large has not reacted too badly to a measure which, legally and 
economically, remains highly questionable. 


V—MARKETS REACTIONS AND FORECAST 


The following schedule shows the recent changes in official and unofficial 
rates for the main currencies and gold coins in Paris: 


FREE MARKET QUOTATIONS—EXCHANGES AND GOLD 


Currencies January 21 January 28 February 4 February 10 February 16 
U.S. Dollar .. 340 322 309 307 306 
Escudo .. .. 12.32 12.24 12.14 
£ (unofficial) .. 825 780 745 720 735 
Swiss Franc (unofficial) 81 74 78 74 76 

Gold 
Sovereign 4,800 4,450 4,725 5,600 5,100 
French 20 francs 4,000 3,450 3,975 4,300 3,925 
Swiss 20 francs 3,750 3,250 3,675 3,900 3,700 
U.S. $10 ia 9,550 9,550 9,100 9,750 9,600 


It will be noted that, given the disappearance of the need for “‘ insurance ” 
of the risk of dealing illegally in gold, the prices of gold coins should have 
dropped. Their rise can largely be attributed to the untimely measure against 
the large notes. The freeing of the gold market has had the result of con- 
siderably narrowing the margin between the French and Swiss 20-franc coins 
which, though of the same gold weight, have had a different hoarding value 
for the French hoarder. 

Finally, it is worth mentioning the disparity between the downward 
movements of the dollar and the Swiss franc. It is well known that a large 
part of the French private assets in the United States are under the cover of 
Swiss banks. The American Treasury having made clear their desire to help 
the French Government in tracing these assets, substantial sales of dollars 
against Swiss francs have taken place since the end of January. The dollar 
rate in Swiss francs, which had lately been steadily rising, as was to be expected 
from the Swiss balance of payments, has, for this reason, suddenly fallen from 
4.23 to 4.10. 

The market shows tendencies which should develop in the course of the 
next few months, and the expectations which seemed justified immediately 
after the two first sets - measures were taken, should, in the long run, reassert 
themselves when the effects of the psychological and technical error of the 
third one fade away. We should, this coming summer, see the price of the 
free dollar drift towards the official rate and the gold coins should fall con- 
siderably below their present quotations. 
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The success of the French scheme now mainly depends on the stability of 
the French level of wages, which, in turn, is dependent upon the trend of 
agricultural prices. 

France is resolutely on the way towards a new liberalism, but has still one 
hurdle to jump: that of real wages. There is but one way of tackling this 
problem in the present condition of France. The farmers and well-to-do 
must be left to look after themselves even at the cost of a temporary increase 
in the price of black market food. But the Government must see that the 
working class and the people of low income are all properly fed—by an increase 
in their rations at controlled prices, making it unnecessary for them to purchase 
black market or expensive free market food. For the next few months this 
cannot be achieved without American help—later on, a good harvest may 
enable France to provide food from her own resources. 


VI—TuHE BriTISH OBJECTIONS 

Finally, we must deal with the conflict which arose between our Govern- 
ments over the French decision. 

It is hard to avoid the feeling that it was somewhat exaggerated by spec- 
tacular moves of high officials and even ministers, which were given considerable 
news value by the Press. The result was not altogether satisfactory on the 
British side of the Channel since it led to a spectacular rise in gold shares and 
a corresponding fall in gilt-edged which could probably have been minimized 
by a quieter diplomacy. 

The French Government acceded to the British Treasury’s wish that there 
should be no official quotation of the pound on the free market and agreed 
to co-operate to the utmost with the British Treasury in preventing inter- 
national operations which could deprive the sterling zone of the dollars which 
they should normally earn through their exports. 

Let us examine these points. It is well known that during the period when 
several widely different rates of exchange were quoted in Milan for each 
currency, certain purchases were made in the sterling area, with sterling from 
Italian accounts, which ultimately led to Italian exports to the United States, 
the Italian intermediary and American exporter sharing the profit arising 
from the considerable depreciation of the pound. The French Treasury has 
agreed to measures which will make such deals impossible (although their 
effect has been to cause in Italy a sharp improvement in the sterling-dollar 
cross rate). There would therefore have been no serious leak in the French 
system. 

This being so, one must face the fact that the City and the Treasury objected 
essentially to a thermometer showing the international value of sterling being 
hung at their front door (i.e. in Paris); they can more easily ignore those 
which for some years have been hung in Milan, Zurich and Tangiers, and can 
with a little rubbing keep the one in New York at the proper temperature. 

We cannot help feeling that this attitude will not, in the long run, serve 
best the interests of either Great Britain or of the new Europe which we are 
anxious to build together. We know that the theoretical purchasing power 
parity of the pound sterling is about its official rate of $4.03. If, however, 
the offer of the pound in all free markets exceeds the demand, there must be 
something the matter. We have some idea of what are the causes of the 
trouble—it is not for us, however, to mention them, and we can duly hope 
that in our joint interests they can and will be dealt with. 
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Argentina Approaching Creditor Status 
A Background Study of the Andes Agreement 
By A. R. Conan 


HE so-called Andes Agreement between Argentina and the United 

Kingdom, signed in Buenos Aires last month, is in several respects 

noteworthy as defining, at least for the present, the character and 
orientation of Argentine trade and financial policy. [ts importance lies not only 
in the rather involved financial expedients adopted to ensure the continuance 
of Argentine exports to this country and the expansion of the United Kingdom’s 
exports to Argentina, but in the way in which it solves the problem of com- 
pleting the railway purchase while providing for the maintenance of Argentina’s 
currency reserves. The complex nature of the financial arrangements, by 
contrast with the relatively simple plan contemplated in the 1946 Agreement, 
reflects not only the suspension of sterling convertibility but the fact that some 
of the accumulated (exchange-guaranteed) sterling which then looked redun- 
dant to Argentina now appears necessary to provide the requisite statutory 
backing for the note-issue—a change which has resulted from the severe 
depletion of gold reserves in consequence of last year’s massive imports from 
the United States. The details and structure of the Agreement thus need to 
be viewed against the background of recent changes in the Argentine balance 
of payments. 

The magnitude of the fluctuations in the main items of the balance of 
payments during the past few years is clearly shown in Table I, which is based 
on estimates made by the Argentine Central Bank. Up to 3946 the most notable 
feature was the rapidity and extent of the increase in the surplus on current 
account. The figures indicate that in this expansion the active trade balance 
was the chief operative factor, but it is evident also that the favourable develop- 
ment of the invisible items was not only a contributory factor of great impor- 
tance in itself but one which clearly marks the structural dune which have 
taken place—notably in the cost of servicing the overseas debt and, pros- 
pectively, in the net balance of other remittances. In 1946, with the balance on 
current account at a record level, capital movements on a very large scale 
became a factor of major importance. 

It is not possible here to examine fully the figures for visible trade, but it 
should be noted that the figures in terms of mone y values, given in the Table, 
tend to conceal important changes in physical volume. The large favourable 
balances of recent years were achieved with a volume (as distinct from value) 
of exports considerably below pre-war levels: much greater quantities were 
exported in 1946 than during the war years, but this increase in volume has 
not since been maintained, although the total in terms of money values has 
continued to rise steeply. On the other hand, imports during the war were 
reduced in volume far more than exports—even the value figures declined 
very steeply—but in 1946 the volume total recovered to a large extent and 
thereafter greatly exceeded its pre-war level. The export surplus, therefore, 
which during the war was partly due to the fall in the physical volume of 
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imports, was subsequently attributable mainly to a very favourable movement 
in the terms of trade. It is difficult to estimate accurately the extent of this 
movement, but, on a rough computation, export prices in 1946 seem to have 
been over three times as high as in 1939, while import prices had perhaps 
increased more than twofold. 

Changes in the invisible items have been no less important than the develop- 
ments in visible trade and have in fact completely transformed the balance of 
payments structure. The main changes have been 

(1) The decline in the debit item for the service of the public overseas 
debt. The figures for 1947 should here show a further reduction since by 
the end of 1946 nearly all the Government overseas debt had been repatriated 
and last year large amounts of provincial debt were repaid. 

(2) The effects of the policy of buying out public utility and transport 
undertakings, not yet apparent in the figures for 1946, should in future years 
be reflected in a large reduction of the sum required for interest on these 
categories of overseas capital invested in Argentina. The reduction which 
will result from the purchase of the British-owned railways and other recent 
operations of the same character may be put at about 100 million pesos 
per annum. Present indications are for a continuance of this policy and its 
effects will be reinforced by the acquisition of former Axis-owned concerns. 

(3) The appearance of a credit item of over 200 million pesos per annum 
on account of freights and port dues, largely as a result of the creation of the 
State merchant fleet. Much of this fleet was sold during 1946, but arrange- 
ments have been made for replacements. 

(4) The prospective emergence of a credit item arising from interest 
receivable on loans and credits granted by Argentina to other countries in 
South America and Europe: as these now total 3,000 million pesos, the 
income from this source may already amount to about 100 million pesos in 
a full year. 

The net effect of these changes should be an approximate balance of all 
invisible items on current account, since the credits from freights, etc., and 
foreign investment income should offset the debit item for interest on overseas 
capital invested in Argentina. It is possible that this year will see such a 
balance attained, or even that Argentina will achieve creditor status. In 
future, therefore, while the balance of visible trade may remain the chief 
operative factor on current account, it should no longer be necessary to create 
an export surplus in order to meet invisible debit items. 

The imposition last year of restrictions on imports in order to protect the 
balance of payments should be considered against this background, although, 
in view of the generally favourable trend of development, some detailed 
examination is necessary. The immediate cause of these restrictions was a 
reduction in overseas reserves, which, in turn, seems to have been due to 
several distinct factors. 

Most important among these was the “ unfavourable ” movement in visible 
trade, reflecting the availability of American supplies to meet the immense 
backlog of import demands. Measured by volume, imports in the first nine 
months of 1947 were nearly twice as large as in the same period of 1946 and 
50 per cent. above the pre-war total, while exports showed a decline. Although 
the latter factor was partly masked by higher export prices, the favourable 
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trade balance diminished rapidly after December, 1946, and for the first nine 
months of 1947 was only 691 million pesos as against 1,539 million pesos in 
the preceding year. Comparable figures are not yet available for later months, 
but cabled summaries of the usual monthly series* put the year’s import total, 
on an unadjusted basis, at no less than 5,351 million pesos, compared with 
2,332 millions (on the same basis) for 1946; exports, on the other hand, 
totalled 5,332 million pesos, compared with 3,973 millions a year earlier. 
On the adjusted basis shown in the accompanying Table, the year’s export 
surplus is likely to be below 500 millions, compared with nearly 2,000 millions 
in 1946. 

The second main influence has been the repatriation of overseas debt and the 
re-purchase of other foreign investments in Argentina. Some 442 million 
pesos for the repayment of dollar and Swiss loans and 319 millions for the 
purchase of the United Telephone Company were appropriated in 1946. 
Although by the end of that year nearly all the external national debt had been 


TABLE I 
ARGENTINA: BALANCE OF PAYMENTS 


(Million pesos) 


Export Public Other Freights Surplus Public Other 
Year Exports Imports Surplus Debt Interest and on Debt Capital 
Interest, Payments, Port Dues Current Repatria- Move- 
etc.(-—) etc. (-) (+) Account tion ments 
1939 1,573 1,223 350 142 269 33 - 50 -- + 66 
1940 *,439 1,272 167 153 222 35 - 138 32 + 79 
1941 1,533 1,086 147 138 207 55 172 21 + 325 
1942 1,640 1,063 627 153 327 II! 303 103 + 203 
1943 2,045 799 1,246 22 »50 205 1,092 144 + 29 
1944 2,296 887 1,409 132 351 202 1,090 17 — 3 
1945 2,453 1,008 1,475 96 287 Ig2 1,271 7 —- 113 
1946 3,935 1,975 1,960 77 374 231 1,709 442 — 660 

1947 (a) 4,254 3,563 601 (b) (b) (b) (b) (b) (b) 
(a) January-September ; the later figures given in the text are, as there explained, compiled 

on a somewhat different basis. (b) Not available. 


redeemed, a certain amount of provincial and municipal debt was still out- 
standing, in addition to the considerable foreign capital invested in transport 
and industrial undertakings. The decision to redeem the whole of the overseas 
debt of the Province of Buenos Aires required in 1947 the transfer of the 
equivalent of approximately 300 million pesos, while completion of the purchase 
of the French-owned railways involved a sum of 183 millions. A further 
payment of 100 millions was made in respect of the former Axis-owned concerns. 

A third factor of great importance arose from the commitments assumed 
by Argentina under credit arrangements with neighbouring states in South 
America or with European countries. Within little more than twelve months 
these have included loans or credits for Spain (750 million pesos), France 
(600 millions), Italy (700 millions), Chile (700 millions) and Bolivia (250 
millions) ; there has also been a 25 million dollar credit to Rumania. Lending 
on such an extensive scale would naturally imply a very large drain on available 
exchange resources, the actual magnitude of the drain depending on the extent 
to which the credit accommodation was utilized. 





* It should be noted that these figures of visible trade are not subjected to the adjustments 
made by the Central Bank for the purpose of eliminating the effects of differential exchange rates. 
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In these circumstances action to relieve the pressure on overseas reserves 
became necessary. The first restrictions on imports were announced as early 
as November, 1946; they were reinforced in June, 1947, presumably on 
the basis of revised estimates of the imports required for the Government’s 
economic policy and of the country’s ability to pay for them. The need for 
these measures (and the limited extent to which they have been succe ssful) is 
revealed by a survey of the figures given in Table If. The war-time expansion 
in receipts from exports and the acute scare ity of import supplies had enabled 
the Central Bank to increase its holdings of gold and foreign exchange to over 
6,000 million pesos in September, 1946; of this total, however, only about 
two-thirds was in gold and freely convertible currencies, the remainder (some 
2,000 millions) being mainly blocked sterling. Until the end of 1946 the position 
looked strong enough to provide for the wave of re-stocking and consumption 
demands which was bound to arise as soon as supply difficulties eased in 
exporting countries—though it should be noted that the Argentine monetary 
authorities were sounding warnings even in 1944. Early last year, however, 


TABLE II 
CENTRAL BANK OF ARGENTINA: HOLDINGS OF GOLD AND EXCHANGE 


(Million pesos) 


Exchange Total 

Gold in Gold Total with Goid Other Gold and 

As at: Argentina Abroad Gold Guarantee Exchange Exchange 
September, 1946 1,286 2,501 3,847 2,052 258 6,157 
December - 1,711 1,385 3,590 2,091 120 5,807 
March, 1947 .. ~ 9,203 730 2,939 2,103 149 5,191 
April .. aa : 2,203 451 2,654 2,085 207 4,946 
May 2,196 253 2,449 2,056 235 4,740 
June = .. 1,893 153 2,040 1,895 309 4,250 
July... ie . 1,502 115 1,617 1,983 475 4,075 
August 1,197 343 1,540 1,987 429 3,956 
September ota oo . §,825 284 1,409 1,991 420 3,820 
October ; ae 948 193 1,14! 1,989 503 3,633 
November - a 675 355 1,030 1,995 573 3,598 
December i a 675 355 1,030 2,025 594 3,649 


the effect of the various factors noted above became apparent, and the position 
changed rapidlv. By April, 1947, the Central Bank’s holdings of gold and 
foreign exchange had fallen to less than 5,000 million pesos and by July to 
little more than 4,000 millions ; there has since been a further reduction, to 
3,600 millions in November. 

It will be noted that the decline in total reserves was wholly a result of 
losses of gold. During the war Argentina had built up considerable gold stocks 
in the United States, which were largely repatriated when released in the 
middle of 1946. Total gold imports during that year amounted to 488 million 
pesos, and by March, 1947, the Central B sank’ s holdings of gold in Argentina 
had risen to 2,200 millions. The inward movement then ceased and as gold 
abroad began to be drawn on for current needs, a considerable outflow occurred 
in June; by the end of August the Bank’s gold stocks in Argentina had fallen 
to under 1,200 millions and by November to 675 millions. All this time total 
gold holdings were being subjected to a heavy and continuous drain, which 
between September, 1946, and November, 1947, reduced them from 3,850 
million pesos to little more than 1,000 millions. 
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The loss of gold was largely a reflection of the acute dollar shortage which 
resulted, in Argentina as elsewhere, from the familiar triangular pattern of 
trade. The breakdown (given in Table III) of the figures for Argentina’s 
visible trade illustrates the character of this problem. Prior to the war Argen- 
tina usually had a large favourable trade balance with the United Kingdom, 
but an unfavourable balance (relatively small) with the United States: 
from 1942 to 1946 there was a favourable trade balance with both countries. 
In 1947, however, with the rapid inrush of imports from the United States, 
the balance of trade with that country again became highly adverse: the 
import surplus for the first nine months of the year exceeded 1,000 million 
pesos and perhaps totalled 1,500 million pesos for the whole year. On the 
other hz nd, a large favourable trade balance has been maintained with the 
sterling area as well as with Continental European countries ; the figures for 
1947 show Argentina’s favourable balance with the United Kingdom as £96 
millions, twice as large as in 1946. Thus, although some £42 millions of the 
current sterling proceeds of exports was converted into dollars between January 
and August last year, the Central Bank’s holdings of “‘ other exchange ”’ (mainly 

TABLE III 


ARGENTINE FOREIGN TRADE 
(Million pesos) 


British Continental 

Commonwealth United European 

Countries* States Countries 
Exp. Imp. _ Bal. Exp. Imp. Bal. Exp. Imp. Bal. 
1937-39 av 2° 577 371 206 221 284 —- 63 776 579 197 
1942 oe 6890 264 425 492 329 163 173 137 36 
1943 : a 926 222 704 503 150 353 151 133 18 
1944 . 1,010 161 849 533 120 407 213 146 67 
1945s 739 186 553 554 136 418 516 207 309 
1946 ee 1,106 366 740 591 550 35 1,571 425 1,146 


* Excluding Canada. 


current sterling) steadily increased: in February, 1948, the total of current 
sterling was £35 millions, or approximately 600 million pesos. 

The purport of the new Agreement can now be discerned more clearly. If 
the purchase of the railways had been completed as planned, payment of the 
purchase price of 2,482 million pesos would have absorbed the whole of 
Argentina’s blocked sterling in the “A” account at the Bank of England 
({117 millions, or approximately 2,000 million pesos) plus nearly all the 
holdings of ‘‘current” sterling in the ‘‘B” account. Total overseas 
reserves at the end of 1947 would thus have been reduced to little more than 
1,00¢ million pesos ; when allowance is made for price changes, this would have 
compared very unfavourably with the 1938 figure of 1,300 millions. 
Furthermore, the liquidation of the sterling balances with gold guarantee, 
taken in conjunction with the gold losses sustained during 1947, would have 
left Arge ntina short of the gold ‘and foreign exchange required as cover for the 
note issue. On the other he ind, if the sterling with gold guarantee were left 
untouched, it would scarcely be possible to accumulate sufficient sterling in 
1948 to pay the purchase price for the railways and maintain imports from the 
United Kingdom. 

The problem has been solved by the arrangement under which the United 
Kingdom agrees to advance {110 millions (1,800 million pesos) as pre-payment 
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for imports during 1948. With this in hand, the reserve position is adequately 
protected and Argentina is enabled to carry through the railway purchase; 
to make up the balance of the {150 millions required for this purpose, £35 
millions of current sterling and £5 millions from blocked sterling balances can 
easily be provided. Gold reserves remain available in full to meet dollar 
requirements, the former blocked sterling is unblocked to meet any exchange | 
requirements in the sterling area, and the maintenance of Argentina’s favour- | 
able trade balance with the United Kingdom should enable additional reserves 
of current sterling (now also with gold guarantee) to be built up again in due 
course. If the estimates of Anglo-Argentine payments upon which the 
agreement is based are realized, Argentina’s total holdings of sterling would 
stand at about £70 millionsin twelve months time—minus any net expenditure ? 
by Argentina elsewhere in the sterling area, and minus any further sterling 
outlays on capital account. 

On the whole, it may be concluded that the reserve position, so far as 
sterling is concerned, has now been satisfactorily settled. It should be remem- 
bered, however, that no early solution of the dollar problem seems likely, 
although the possibility of assistance from the United States need not be ruled 
out. On the overall balance of payments situation, the survey of the available 
figures given above suggests that the balance on current account in 1947 was 
relatively small ; it is perhaps improbable that it will show any large recovery 
during 1948. If this be so, a policy of consolidation may prove to be necessary 
for a time if future difficulties are to be avoided. 


By Leo T. Little 


HE great expansion of new life assurance business goes on. In the 

"| sets branch the volume of new business in 1947 was about one- 
third greater than in 1946. Not one of the fifty-eight offices listed in 

the table on page 180 registered a decline in new sums assured and the majority 
of them attained all-time record figures. On the criterion of new business the 
boom in life assurance was unmistakable. At no time in history have the 
British offices written policies at this pace and in these dimensions. The six 
offices with the largest figures (Prudential, Legal and General, Sun Life, 
Norwich Union, Eagle Star, and Co-operative) transacted in the year 1947 
aggregate sums assured of nominal value equal to that of all the British offices 
in the year 1938 (appreximately £240 millions). It would be possible to give 
at length other striking illustrations of the great inflow of business last year. 
Some “ de-bunking ” of the more lyrical commentaries on this phenomenal 
spate of new assurances is, however, necessary. The actuarial purist will 
rightly point to the doubtful statistical accuracy of a process which produces 
an aggregate of a very mixed bag of sums assured—whether endowments, 
with-profits, non-profits, long-term, short-term, group life, annuities, family 
income or numerous others of that wide misce Hany of assurances coming within 
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the egis of the life offices. The exaggeration of some of the figures by the 
inclusion of group-life business, whose real value is very much less than the 
sums assured taken alone would suggest, is particularly to be noted. It 
is a pity that only a minority of the offices publish, with the new sums assured, 
the premium income on new business, for a comparison of the annual total of 
new premiums with the corresponding figure for the previous year would be 
more illuminating than a comparison of sums assured. A false impression of 
the effects of the new business upon the current income of the offices is liable 
to be gathered by concentrating upon the new sums assured written by the 
offices. 

The major reservation, nevertheless, concerns the correction of money 
totals for changes in the value of money. Ignoring—as, in the absence of 
comprehensive figures of premium income on new policies, we must ignore— 
the qualifications of the preceding paragraph, the thirty per cent. addition to 
sums assured last year did not do much more than offset the increase which 
occurred in the general level of prices. It was certainly insufficient to offset 
the decline in the real value of the great mass of policies in existence at the 
beginning of 1947. 

No doubt the expansion in new business was partly the automatic result 
of larger money incomes in 1947. It is more interesting, however, to consider 
another major cause of the growth in business, namely, the widespread desire 
on the part of the assured public to do something to preserve the real value 
of their assurances—a movement which was made easier by the increase in 
incomes. As was pointed out in an article in these columns a year ago,* the 
downward trend in the value of money will be a depressive factor for the life 
assurance business insofar as it causes people to discount the desirability of 
contracts which, like life assurance policies, are more or less fixed in money 
terms, but it will be an expansive factor insofar as they set about preserving 
the real value of such contracts by increasing their nominal (money) worth. 
Evidently, the expansive factor was sufficiently strong last year to outweigh 
the depressive one, even though it went only a short distance towards correcting 
the full decline in the real value of existing policies. 

If the evidence of last year is to be trusted, there may have set in a move- 
ment towards preserving sums assured intact (in real terms) which will ensure 
the offices a pronounced flow of new business for some time. There is, however, 
a dilemma for the offices here. If they follow the example of the general 
insurance companies by trying to educate the public in the necessity of 
increasing the totals of their policies in times when the value of money is 
declining, they may cause what has here been referred to as the depressive 
factor to loom larger than the expansive factor, instead of the other way 
round. And, at the same time, while the public is becoming self-educated in 
this matter, self-education is a slow and difficult process. 

It seems correct to put all the emphasis on this monetary consideration in 
any examination of the experience of last year. A fair total of new assurances 
was no doubt derived from demobilized service men undertaking or resuming 
family responsibilities, but this total must have been less important than in 
the previous year. The impact effect of the return to civilian life of assurance 








*See “ Life Assurance and the Value of Money” in THE BANKER for March, 1947. 
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agents and inspectors, after the war-time “‘ stream-lining ” of the new business 
departments, was largely extinguished by last year. Such factors as the quite 
lively business done by many offices in life policies as cover against mortgages 
by purchasers of house property, while significant in themselves, are small in 
relation to the great total of assurances transacted. 

The year in which this zenith of new business was recorded witnessed also 
the nadir in interest rates so long awaited (or, from the viewpoint of many of 
those engaged in the life assurance world, would “ despaired of ”’ be a more 
correct term than “long awaited”’?). Outside life assurance circles the great 
importance attached to the depreciation in capital values which accompanies 
the increase in interest rates seems by implication to suggest that the life 
offices should regret the passing of 2} per cent. (gross of income tax) on gilt- 
edged securities. But any such implication takes insufficient cognizance of 
the conservative attitude of the offices towards the capital appreciation which 
occurred in preceding years. The almost invariable practice of the offices 
was not to bring into account the increase in the market value of securities. 
Hidden reserves on this score, it was stated by a prominent actuary, must 
have grown during the war period by some Io per cent. of the total of the life 
funds—and this figure looks like an under-estimate. In these circumstances, 
there is little, if any, disagreement among the life offices that the beneficial 
effect upon current earnings of an upward movement in interest rates is more 
than enough to compensate for the adverse effect upon the assets position of 
the downward movement in security prices. And this is so, not only where, 
as in most cases, the earlier appreciation in those prices is simply ignored, 
but also where, as in isolated instances, it is openly brought into the life 
assurance fund in consideration of a strengthening of the valuation basis by 
putting it on a lower assumed rate of interest. 

In the article in THE BANKER to which reference has already been made, 
it was suggested that the adoption of a more active and courageous investment 
policy was one way in w hich the offices could increase the real value of the 
contracts they sell to the assuring public. There has been a quite unambiguous 
movement in this direction during the last year, taking the form, particularly, 
of much greater reliance upon industrial securities and, within that classifica- 
tion, upon ordinary shares. This has meant that the earned rate of interest 
has, on average, probably gone up by more than the advance in gilt-edged 
yields, taken alone, would indicate. The investment portfolios of the offices 
have in the past been so conspicuously over-weighted with fixed interest 
securities and, within that classification, with gilt- -edged stocks, that this 
movement is wholly welcome. 

In the present state of Britain’s economy, the main significance of the life 
offices, from the broad national point of view, is not so much the protection 
which they give policy-holders, important though that is, but the contribution 
which they make towards diminished consumption by the public (“‘ savings”, in 
one of its many definitions). During the war years the Board of Trade discontinu- 
ed the publication of its annual returns of insurance accounts, so that no authori- 
tative totals of the movement in aggregate life funds—or the amount of the 
contribution in question—appe< ared. The newly issued Statistical Abstract 
for 1935-46 repairs the omission in this particular respect, as well, incidentally, 
as giving a number of other missing statistics of life assurance and general 
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insurance business. It reveals that in these eleven years, life assurance funds 
in the ordinary and industrial branches were as follows : 
LIFE ASSURANCE FUNDS 


Ordinary Industrial 

business business 

£ millions £ millions 
1935 ina “a wie ha = 902.7 296.7 
1936 ane s6 oe os ace 942.6 317.1 
1937 7 ‘ie a i mi 984.5 337-3 
1938 os me is it Sis 1,022.5 359.2 
1939 se ae si a mi 1,041.7 374-4 
1940 ee oe ee or he T,054.0 388.6 
1941 ee a" a ae “* 1,081.3 407.0 
1942 i a ie me it 1,115.4 430.4 
1943 sia na ia av id 1,153.3 456.0 
1944 a Ka - sri a 1,193.1 484.9 
1945 a ‘ice Bs es - 1,244.2 526.9 


Inspection of these totals will show that in 1945 life assurance accounted for 
some {93 millions of the aggregate of “‘ savings’ (£51 millions in the ordinary 
branch, £42 millions in the industrial branch), compared with {60 millions in 
1938 (£38 millions ordinary, £22 millions industrial). In addition, it is reason- 
able to ascribe indirectly to the institution of life assurance such savings as 
are made out of the lump-sum claims paid by the offices. These claims totalled 
{119 millions in 1945. The £80 millions of this total paid out by the ordinary 
branch was most probably very largely saved, though the remaining £39 
millions which came from the industrial offices, being mainly in much smaller 
sums intended to cover funeral expenses, must have been very largely spent. 

The new business of the offices shows its real significance in its effects on 
the net ‘“‘ saving’ for which life assurance is, directly and indirectly, respon- 
sible. It is extraordinarily difficult to obtain even a general impression of these 
effects. This is not only because of lack of knowledge, remarked upon at the 
beginning of this article, of the premium income applicable to new sums 
assured. It is also because, firstly, until the figures are published and recorded, 
the course of claims is, except very broadly, unknown (claims are a deduction 
from the funds and from savings made by the offices) and, secondly, because 
no one knows what part of life assurance claim moneys is saved. It would be 
instructive if the offices as a whole could give the economist an advance 
estimate of life claims, which each individual office can easily obtain for its own 
business. (What dampening of the expansion in life funds will result from 
the growth in claims on the maturity of endowments initiated in the ‘twenties— 
the great popularizing decade for the endowment type of policy ?) It would 
be instructive, also, if a sample could be taken to show how much of life claims 
is saved and how much spent. It would be more than instructive—it would 
be a positive service to anti-inflationist policy—if the offices were to undertake 
an ‘all-out’ effort aimed at the reinvestment of life assurance claims by 
the claimants. The reinvestment could, in part, be by way of single premium 
assurances—some actuarial prejudice against these assurances would first 
have to be removed—but who better than the offices could advise on the 
other forms it might also take? In existing conditions, the responsibility of 
the life office ought not to stop when it hands over a cheque in settlement of a 
claim, for it is in the best position by far to ensure that a maximum part of 
the payment finds its way into savings. 
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NEW LIFE BUSINESS—ORDINARY BRANCH 
SuMS ASSURED 
1947 increase 
1938 1947 on 1946 
£ 000’s £ 000’s £ 000’s 

Alliance me x - mi ug 4,205 4,950 985 
Aties .«. a ‘ ja - wa re 4,043 4,477 613 
Beacon , a oa : a mid 1,291 3,558 883 
Britannic da = as a - 3,423 8,010 

British Equitable 7 aia or es ia 871 975 

Caledonian 7 oe ath a 2,103 2,550 

Clerical, Medical ne General ‘ ia st 2,733 4,253 

Colonial Mutual (U.K. only).. ea “ se 2,786 6,900 

Commercial Union .. , ma xt 5,991 12,079 

Con. Life (Great Britain only) ae va a 1,475 3,676 

Co-operative .. s “a . a oe 3,275 20,475 

Crusader aia ite a Pipe ty nd 691 2,041 

Eagle Star “a ‘ as i ;, «+ £0,983 31,000 

Equitable Life. . ma ad os ‘a ee 2,029 4,095 

Equity and Law . i ig aie 3,513 6,204 

Friends’ Provident and Century “a . ate 2,655 7,016 

General Life .. aa his sc es 2,611 2,452 

Gresham Life .. am - ce Xe a 3,815 7,400 

Guardian re i ix ie si he 1,719 3,420 

Ideal Life , as ie 7 Ki 181 475 

Imperial Life (U. K. only) ” es 3 a 487 2,681 

Law Union as Rock oa za va ae 2,811 4,284 

Legal and General .. ~ aa ‘ .. 16,565 360,154 14,348 
Life Association of Scotland “% ‘ re 1,721 2,382 — 
Liverpool and London and Globe .. és as 2,851 4,774 731 
Liverpool Victoria .. a ; és oe 3,572 5,511 507 
London Assurance .. oe st 2,679 4,500 783 
London Life .. - big a 2,701 2,201 398 
London and Scottish .. a4 isa ans 1,588 1,157 I 
Manufacturers’ Life (U.K. only) ea : pa 1,105 3,000 589 
Marine and General .. , ac we 564 1,501 477 
Mercantile and General Reinsurance - Ps 841 4,000 868 
Midland Employers’*. . * ae ‘7 sia 318 

National Farmers’ ; ia = - sa 676 2,720 540 
National Mutual Life .. im - 7 - 1,082 1,357 II5 
National Provident .. avd wd we 2,047 3,275 674 
North British and Mercantile ai os i 5,327 7,550 1,635 
Northern “a ma 5% ma aa 1,781 3,600 729 
Norwich Union | Life =A ke ; ma -o 32,996 32,000 8,402 
Pearl .. a ‘a a ne 8,231 19,000 4,512 
Prudential (ex- group life) ica “ 5s .- ieee 89,000 20,000 
Refuge .. ‘ ee a i a = 7,895 15,900 4,484 
Royal .. + a i - iv 5,177 7,971 373 
Royal Exchange - es a aia es 4,359 4,382 189 
Royal London 2 a we 7 = 5,520 9,015 1,271 
Scottish Amicable me te “ in ea 2,131 5,602 2,121 
Scottish Equitable... - aa re ee 1,836 3,093 926 
Scottish Life .. a =e i ws ie 2,317 3,885 857 
Scottish Provident .. ea , ae ne 3,159 4,331 445 
Scottish Temperance .. : Ss se 1,575 2,106 678 
Scottish Union and National ae Ne - 2,539 2,250 458 
Scottish Widows’ i i ie Pa a 5,241 8,818 1,090 
Standard Life .. » re “ me a 6,466 16,365 7,669 
Sun Life . is 4 ng a .. 21,660 35,965 6,492 
U.K. Provident a a aa = Fa 5,116 7,270 2,985 
University Life “4 i - ait ak 340 495 309 
Wesleyan and General xi sy as 1,498 3,340 175 
Yorkshire a ws es 3,030 5,250 1,245 

. Commenced life business 1947. 


NotE.—The figures are not always strictly comparable as between offices, since some 
offices include Group life assurances and deferred and other annuities in the 
figures and others exclude them. 
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Banking Risks 
By R. W. Jones 


“ The truth is that the number of cases where bankers sustain losses of this 
kind are infinitesimal in comparison with the large business they do, and the 
profits of banking are sufficient to compensate them for the very small risk’ 
(Mr. Justice Bray in Kepitigalla Rubber Estates Ltd. v. National Bank of 
India Ltd.*) 


HIS obiter dictum, uttered in a case where a bank suffered loss owing 
Tito payment of forged cheques, invites an examination of the business 
risks which a bank runs, particularly as an impression is current in 
some quarters that a banker is a sort of superior person immune from the risks 
attaching to ordinary business activities and protected by a paternal legislature 
from liability for wrongful acts. 
It is therefore proposed to survey some of the more common banking 
operations in the light of the risks inherent therein. 


The distinguishing function of the modern commercial bank being the 
payment of its customers’ cheques, first on the list of risks is forgery. The 
essential contract set up in the relationship of banker and customer is the 
carrying out by the banker of his customer’s mandate by honouring the 
latter’s written orders at a particular place and within business hours. Con- 
sequently, if a banker pays away his customer’s money against forged cheques, 
he has broken his contract and must replace such money in his customer’s 
account. Forgery, it must be remembered, is not confined to the fraudulent 
use of a customer’s signature ; it covers, in addition, all cases where a material 
and unauthorized alteration is made to the drawer’s instrument after he has 
completed it. 

It may be taken that failure to detect a forged signature of the drawer 
will, save in exceptional circumstances, result in loss to the bank. This is not 
on account of want of care on the bank’s part—negligence has nothing to do 
with the matter. It is conceivable that the forgery may be such a faithful 
imitation of the genuine signature that the exercise of the utmost care might 

not reveal the fraud. It is a plain case of breach of contract, and the possi- 
bility of being led into loss by a clever forgery is a risk inherent in this para- 
mount job of a banker of payment of his customers’ cheques. 


The cases where the loss involved in honouring a cheque bearing a forged 
signature can be put upon the drawer are rare indeed. Firstly, it appears that 
the doctrine of ratification cannot be prayed in aid, for this presupposes agency 
on the part of the person whose misuse of the signature has caused the loss. 
“A forgery which did not profess to be executed by a person as agent could 
“g be ratified by the alleged principal.” (Lord Justice Scrutton in Greenwood 

Martins Bank Lid.t) In other words, a forgery as such cannot be ratified 
but an unauthorized signature not amounting to a forgery (which has an 
equally void effect according to S. 24 of the Bills of Exchange Act, 1882) is 


* (1909) 2 K.B. 1o10. ft (1932) 1 K.B. 371. 
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capable of ratification by the principal. This somewhat technical matter is, 
however, the subject of reservation in some authoritative quarters. 


Secondly, it is possible for a forged signature to be adopted by the party 
whose signature has been abused, who might say: “I will treat this signature, 
I will adopt it, as my own”’. Lord Tomlin, in the House of Lords’ hearing of 
the Greenwood case* cited above, stated that adoption required valuable 
consideration, and on this footing it is not likely that a bank would seek this 
way out of loss in respect of payment of a forged cheque. Obviously a banker 
would not bargain with a customer whose cheque had been forged, say, by a 
relative, that in consideration of the adoption of the forged signature by the 
customer, the bank would abstain from taking steps for the prosecution of 
the forger. 

For the most part, cases where the loss in respect of a forgery is laid upon 
the drawer rest on a successful assertion of the doctrine of estoppel whereby 
the customer’s conduct is attacked on the grounds that it led the banker into 
loss. Lord Tomlin, on the same occasion, also expounded the essential ingre- 
dients of this doctrine of estoppel. Firstly, there must be a representation, or 
conduct amounting to representation, intended to induce a course of action 
by the party to whom the representation is made. Secondly, there must be 
an act or an omission to act by such latter party as a result of such represen- 
tation or conduct and, thirdly, there must flow loss or detriment to such party 
as a result of his act or omission to act. In other words, conduct on the part 
of the drawer must be established that directly leads his banker into loss, 
conduct that entitles the bank to assert that his customer is thereby prevented 
from denying the genuineness of the cheque. 


Estoppel is not, however, an obvious and easy method of saddling the 
customer with liability. In Lewes Sanitary Laundry Co. v. Barclay Bevan & 
Co.,f the secretary of a company forged a director’s signature to cheques 
which he had prepared and countersigned, and obtained payment thereof from 
the bank. It was revealed that the chairman of the company had been aware 
that some time previously the secretary had been guilty of forgery. The bank 
contended that the plaintiffs, on the basis of the chairman’s knowledge, had 
enabled the forgeries to be perpetrated. It was held, however, that something 
more than conduct facilitating the fraud must be proved ; it had to be shown 
that the loss resulted directly from such conduct. 

Somewhat similar circumstances arose in the Kepitigalla case referred to 
at the opening of this article—a fraudulent secretary countersigned cheques 
on which he had forged the signatures of the requisite two directors. In the 
main the case put for the bank was that a proper examination of the company’s 
passbook and cash book would have nipped the frauds in the bud and that 
omission to take ordinary business precautions estopped the company from 
denying the genuineness of the cheques in question. It was held, however, that 
the company owed no duty to its bankers so to conduct its affairs as to make 
forgeries impracticable. 

But if a customer knows that his cheques have been forged and keeps 
silent, he will be liable for any further forgeries that are perpetrated and paid, 





* (1933) A.C. 51. f (1906) rz Com. Cas. 255. 
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for his conduct in not warning his bankers will warrant the application of the 
doctrine of estoppel inasmuch as his silence has led them into loss. 


The case of Greenwood v. Martins Bank Ltd. affords an interesting and un- 
common example of the application of the doctrine. The wife of a customer of 
the defendant bank forged, over a period, some 44 cheques which were duly 
paid by the bank. Circumstances arose which led her to disclose her wrongful 
conduct to her husband, and at her behest he abstained from informing “the 
bank of the forgeries. No more forged cheques were uttered by the wife ‘after 
her confession. Some eight months later the customer s wife shot herself and 
the husband thereupon advised the bank of the situation. The bank was 
ultimately successful in placing the loss on the husband on account of estoppel 
due to his silence. Such silence did not lead the bank into paying further 
cheques, for the forgeries were all perpetrated and paid before the husband 
was aware of them. But by keeping his mouth shut on discovering what had 
been happening, he had robbed the bank of its civil remedy against the forger 
who was dead by the time the bank was apprised of the position. 


Hence the customer was estopped from denying that the forgeries were his 
genuine orders, on the grounds that his conduct in keeping silence had led the 
bank into loss. 

Another type of forgery is found in the “raised” cheque, that is, an 
instrument on which the amount as drawn has been increased in fraud of the 
drawer. In this case, too, there is a prima facie prospect that the loss will 
fall on the drawee banker if he pays such an instrument in its altered state, 
inasmuch as he has not discharged his customer’s genuine order. If the 
alteration of the amount has been clumsily performed so as to be apparent, 
the banker can have no complaint, for he has been negligent in not noticing 
the tampering with the sum payable. The raising of the amount of the instru- 
ment, however, may have been so cleverly effected as to be non-apparent, s 
that the exercise of the utmost care on the banker’s part would not vel 
revealed it. Here again we see the emergence of a risk—fortunately infrequent 
—inherent in the daily business of banking, the responsibility for which cannot 
ordinarily be fastened on the other party to the contract, the drawer. 


“ce 


There is one case, however, where in respect of a non-apparent alteration 
the drawer can be saddled with the loss following the payment of the cheque 
by the banker. Such circumstances arise where the drawer does not exercise 
reasonable and sufficient care in preparing his cheque to prevent the drawei 
banker from being misled. 

The authority for this doctrine is found in the House of Lords’ judgment 
in London Joint Stock Bank Ltd. v. MacMillan & Arthur (1918) (A.C. 777). 
This case concerned the payment of the defendant firm’s cheque, whereon the 
amount had been raised from {2 to £120. One of the firm’s clerks prepared 
an open cheque payable to “ ourselves or bearer” with the amount of {£2 
expressed in figures only. A partner signed the instrument in this inchoate 
state, whereupon the fraudulent clerk inserted the amount in words as one 
hundred and twenty pounds, added the figures “ 1’ and “‘ o ” on the respective 
sides of the figure ‘‘2”’, cashed the cheque at the unsuspecting bank and 
absconded. The firm sued their bankers for the difference of £118. Judgment 
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was given for them in the lower Court, and was affirmed in the Court of Appeal. 
The House of Lords, in a verdict in favour of the bank, unanimously reversed 
the decision of the lower Courts. This final judgment laid down that if a 
— r draws a cheque in a manner which facilitates fraud, he is guilty of a 

‘ach of duty between himself and the banker and will consequently be 
responsible for any loss sustained by the banker as a natural and direct result 
of this breach of duty. The suggestion that a drawer is not bound to anticipate 
und guard against the risk that an evildoer might take advantage of the blank 
paces left in a cheque was dismissed. As was said in the judgment, forgery 
is not a remote but a very natural consequence of negligence of this description. 


All four members of the House of Lords tribunal were agreed that the drawer 
has a duty in framing his mandate to exercise such a reasonable standard of 
care as will prevent his mandatory from being led into loss. As was said in 
one of the judgments: ‘“ The duty is not a duty to have clerks whom the 
employer believes to be honest. It is a specific duty as to the preparation of 
the order upon the banker 


Although the Bills of Exchange Act, 1882, does not include alteration of 
the payee’s name in the category of particular material alterations given in 
S. 64 (2), nevertheless such an unauthorized variation of the drawer’s instruc- 
tions is a material alteration and would void the cheque, making it a forged 
instrument. A customer whose cheque has been thus manipulated can refuse 
to be charged with the amount thereof, as his mandate has been altered in a 
material particular without his authority. It may reasonably be asked, 
however, if cases of such an alteration cannot be envisaged in which the 
customer’s conduct could be impugned on the grounds of want of care in 
drawing his mandate, as is possible with alterations of the amount. This aspect 
was considered in the case of Slingsby and Others v. The District Bank Ltd.,* 
where a solicitor on behalf of clients prepared a cheque for their signatures 
payable to John Prust & Co., leaving a blank after that name. After procuring 
his clients’ signatures to the instrument, the solicitor fraudulently inserted 
after the payee’s name ‘“‘ per Cumberbirch & Potts”’, this being the name of his 
firm. There was nothing to suggest alteration except a full stop after the 
original payee’s name and a slight slope in the handwriting of the addition— 
both, in the Appeal Court’s view, too minute to be noticed. It was held that 
the che ‘que when presented to the District Bank was invalid, being a worthless 
piece of paper on account of its material alteration. It was contended for the 
bank, however, who with the utmost care could not have detected the 
fraudulent addition, that the plaintiffs were negligent in signing the cheque in 
1 condition which permitted of subsequent alteration—that a line should have 
been drawn after the payee’s name. It was held in the Appeal Court that it 
was not at present a “ usual precaution ”’ to draw lines before or after the 
name of the payee. But the Judge significantly remarked that if the sort of 
case under review became frequent it might become “ a usual precaution ” 


The moral deducible from these cases of material alteration is to impress on 
customers, in the interest of all parties, the need to leave no blank spaces 
whatever in preparing their cheques. 








* (1932) 1 K.B. 544. 
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Revival of the Commercial Bill 
By J. Grahame-Parker 


N January 24, quite unobtrusively, the London Discount Market raised 
()i: buying rates for fine commercial bills. This was purely a technical 

change. It was in no sense a counterpart of the tendency towards a 
rise in short-term money rates which had been a feature in other world centres. 
It was not a precursor of any general movement in other rates in the London 
market. Why was this action taken and what led up to it? Let it be said 
at once that it did not come as a surprise, for discussions had been afoot for 
some time among leading members of the market. Until only a few days 
before the actual decision, however, it was feared that the talks had brought 
a negative result because of the objections of one of the leading houses con- 
cerned. A clue to the way things were really shaping, however, was given in 
the annual statement by the chairman of the Union Discount Company, the 
largest and most important of the discount companies. That statement 
called attention to the exiguous margin earned on bills, while referring to the 
large expansion in the commercial bill portfolio ot the Union Discount itself 
~an expansion, it was pointed out, which reflected the greater eagerness of 
borrowers to obtain the most economical form of accommodation. 

That experience has, of course, been shared by all the members of the 
London Discount Market. The reason for the raising of the buying rates for 
bills was, therefore, the desire to obtain a less inadequate reward for under- 
taking a real commercial risk. All things considered, it is a step in the right 
direction. It was made possible—as well as the more desirable from the market 
point of view—by the substantial increase in the flow of bills coming forward 
for discount. This expansion is the more welcome in that it is one more 
indication that the London Discount Market is recovering, though slowly and 
laboriously, some modest part of its traditional functions, which have long 
been in a state of atrophy. It is, to say the least, paradoxical that the discount 
market, which for more than a century did a thriving business in bill-broking 
and bill-dealing, should have been in the position for something like fifteen 
years of having to support its bill operations by means of the profits earned 
from its latter-day activities in the short bond market. For years now, the 
bill side of its operations has been consistently run at a loss. 

To anyone who remembers the bill market before the outbreak of the 
1914-18 war, the situation in the market to-day must be distressing. In those 
halcyon days, the bank bill, representing the enormous accepting facilities 
granted in London, was the main activity of the market. By its use, the great 
oversea shipments of a multitude of commodities and services were financed 
both to and from this country and from one overseas country to another. The 
bill on London was the method of payment in either case. But the domestic 
bill was still in the market in great quantity. The timber merchant secured 
payment for his sales by drawing upon the builders ; the St. Paul’s Churchyard 
warehouseman drew upon the drapers ; the iron and steel makers upon the 
shipbuilders ; the copra, hemp and jute importers upon the rope and carpet 
makers ; the cloth makers upon the tailors. And in many other trades the bill 
was the vehicle of payment. But this business, declining even before 1914, 
did not survive the war. | 
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In international trade, the peak of the market’s activities was reached 
around 1928-29. At that time, it is estimated, the total of outstanding foreign 
drawn bills approached {£550 millions, while that of inland drawn bills exceeded 
£200 millions. Lord Norman, while Governor of the Bank of England, revealed 
it a bankers’ dinner that in 1931 the total of commercial acceptances which 
the market had to cover was some £230 millions. By 1938, it was at least 
£100 millions less. In the days of the supremacy of sterling as the inter- 
national curre acy and of the bill on London as the instrument of financing 
trade, the London Discount Market rose to great importance and considerable 
prosperity. But then its ancient glory as a commercial market began to fade, 
ind in a few years only a glimmer of it remained. The collapse of ‘the London 

‘ceptance credit which had formed the basis of most of the discount business 
began in earnest in 1931 with the abandonment of the gold standard by this 
uuntry and the freezing of much of the credit extended on acce ptance terms 
to Central Europe. The creeping paralysis of nationalism began to impair 
{ondon’s international machinery. Some hopes were then based upon 
ittempts to revive the internal bill, by means of domestic acceptance credits, 

renaissance which did not materialize. But what really shook the market’s 
ith was the fact that commercial acceptances of the traditional type did not 
vive with the recovery in world trade in the middle and later thirties. How 
was that increase in trade financed? It was achieved partly from traders’ 
)wn resources and partly by bank loans and overdrafts. A great deal of trade 
for which sterling acceptance credits would formerly have been opened was 
ot financed at all—the goods were exchanged under clearing agreements 
hrough a process of barter. Then came World War II, with its concentration 


of trading activities in the hands of Ministries and Government-controlled 


rganizations. Business in commercial bills slumped still further. At one 
time, it is estimated that the total of foreign drawn bills had fallen below {10 
millions, while the outstanding amount of inland-drawn paper had dipped to 
1 mere £30 millions or so. Small wonder, therefore, that a view prevailed that 
i ne r of secular tendencies were operating more or less permanently against 
» commercial bill. 
3ut when the war ended a number of City houses which, unlike the discount 
1arket, had not found any substantial business of a new kind, began to look 
round for some of the old- style business, and events of the past year or two 
eem to have justified their enterprise. The discount market itself has, of 
ourse, lorg ceased to be predominantly a market for discounts in the real 
ense, and although its greatly expanded operations in Treasury bills vield no 


net profit, its newer business in the short bond market has been the basis of 


unprecedented expansion in its resources and—until the gilt-edged slump 
last year—of real prosperity. Successful dealings in bonds cert iinly call for 
rood dea! of skill and business acumen-—-and may require more in the future 
in the past—but Treasury bills, which are all as similar as peas in a pod, 


vide no opening for the traditional skill. 
Now the revival of the acceptance credit— though it certainly cannot be 
large clement in discount houses’ profit and loss accounts— is providing 


London money —— with an opportunity to re-assert itself, to some 
t at least, in the direction which once brought it fame and fortune. Despite 
ull the et Sethe despite the impairment of sterling’s position as ap 
nternational currency, despite the convertibility fiasco of last year, and 
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despite the operation of exchange control— with its inevitable prohibitions on 
the use of sterling—the sterling acceptance credit has been revived on a 
sufficient scale to attract attention. This business has risen to a fairly large 
volume, not only in purely internal financing but, though much less signifi- 
cantly, in external and international trade. 

The recent speeches of the bank chairmen and the balance sheets of the 
discount companies are sufficient evidence of this. At December 31 last, the 
three leading companies showed “ re-discounts ’—that is, commercial bills 
sold to the banks which had not reached maturity*—totalling £334 millions 
compared with £18} millions at the end of 1946, £8} millions at the end of 
1945 and £7} millions for 1944. For all the discount companies which disclose 
these details, the aggregate latest figures—in five cases they are a year old 
because the accounts for 1947-48 have yet to appear—exceed {61 millions. 
The total of acceptances of the merchant banks is now estimated at about 
{7c millions, to which has to be added the acceptances of the clearing and 
outside banks. Clearing bank acceptances, of a kind which gives rise to 
discountable bills, are, however, very small—despite the huge (and recently 
greatly increased) level at which the omnibus item of “ acceptances, endorse- 
ments, etc.’’ figures in their balance sheets. 

To judge from the figures of those banks which show acceptances separately, 
the curve is certairly rising. In reliable quarters, in fact, it is estimated that 
the total of merchant bank acceptances, clearing and outside bank acceptances, 
and agency acceptances must be in the neighbourhood of £100 millions, a 
total which bears comparison with the level customary just before the war. 
Allowing for the rise in prices, however, it is clear that the physical volume 
of business thus financed is still far below the pre-war volume. 

This rather unexpected revival is, in the main, due to the efforts of the 
merchant bankers, who, since the war, have gone out of their way to show 
that their organizations are as flexible, and they themselves as enterprising, 
as ever. They undoubtedly retain their reputation for financial integrity, and 
there is ample evidence to prove that home and foreign traders are returning 
to them to find solutions for intractable financial problems. Under present 
conditions of control, supervision and regulation, it might have been thought 
that the scope for the merchant banker and the acceptance credit was very 
narrow. The reverse has proved to be the case and the experience of the past 
two years or so—and particularly of recent months—suggests that the accep- 
tance credit is still a much-favoured instrument of financing. In range, 
indeed, its use is now widespread ; there is scarcely a trade or commodity 
which is not represented—though often, of course, for only trivial amounts. 
But the volume of business grows steadily. 

It is now roughly a year since a London banking syndicate, headed by 
Lazard Brothers and Co., arranged a revolving credit of {12} millions to cover 
purchases of Empire wool and its finance during processing. This credit, 
which runs off in June, has just been renewed and, for a period of about five 
months, increased to {15 millions. Repayment of the drafts under this credit 
is linked with exports of French woollen products, but the exchange risk 
involved in granting the sterling facilities was further covered by forward 








_ *** Re-discounts ’’, as now shown in the balance sheets, embrace only commercial bills ; 
Treasury bill sales are excluded because the discount houses naturally do not endorse them or 
assume any liability upon them.—Eb. 
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exchange contracts with the Bank of France in favour of Lazard Bros. For 
a technical reason, the bills drawn against this credit are inland paper. Last 
year, too, Hambros Bank gave credit lines of {1 million each to Czechoslovakia 
and Austria, while facilities were also granted to Italy and Hungary for the 
shipment of raw materials. 

Without doubt, the commodity which figures most largely in bill finance 

at present is wool, with bills actually outstanding estimated at {20-25 millions. 
The second largest category of paper arises mainly from purely internal 
financing. The internal acceptance credit has lately made considerable 
headway, though its present significance for the discount market springs from 
a small number of unusually large operations arranged by syndicates of mer- 
chant banks. By far the most important are the credits granted to the large 
tobacco companies. The Imperial Tobacco Company (of Great Britain and 
Ireland) has £10 millions of bills outstanding in the market to-day. These were 
issued over a year ago to finance the carrying of tobacco stocks; they have 
recently been renewed for the fourth period of three months. Gallaher Ltd. 
has about £3} millions of bills outstanding, which, with other tobacco bills 
drawn under credits, brit igs the total to at least £15 millions. 

Next in order of size, perhaps, come bills drawn by hire-purchase finance 
houses*, to a total estimated at between {8-10 millions. Now, however, the 
total of these bills is being stabilized, following an intimation from the authori- 
ties. Among bills of a more prea character, there are now outstanding 
drafts to finance movement of timber, cocoa, tea, and scores of other com- 
modities and goods. Quite recently, rubber bills have re-appeared, and seem 
to be growing. Many of the bills discounted by the market are against e mpeets 
from and imports to this country, but a large number cover shipments of goods 
which never touch our shores. Examples | of these are the bills against “ship- 
ments of wolfram from Bolivia to Holland, and of commodities and raw 
materials from the Far East to the United States. 

These diverse operations show how London acceptance business has revived 
both in variety and volume, and the movement is growing. The latest proof 
indeed was provided on February 17 by the announcement of the granting of 
a revolving documentary credit for {2 millions for the financing of jute ship- 
ments from India and Pakistan to France. This operation is particularly to 











* For a discussion a recent trends in hire-purchase finance, see THE BANKER for February, 
1948.—EpD 
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be welcomed, for in this case, unlike the tobacco or wool-processing credits, 
the finance is provided by straight go-day drafts not subject to renewal, which 
represents a return to normal pre-war practice. In all these cases the banks 
arranging the credits generally turn them over a number of times during their 
period of validity. Here, indeed, is welcome evidence of the revival of old- 
time functions of the City. For the discount market, needless to say, the bills 
drawn against the credits provide a healthy and stimulating draught as an 
appetizer to the monotonous fare provided by the huge mass of Government 
paper. 

As for domestic bill finance of the classical type—bills to finance movement 
from manufacturer and wholesaler, and wholesaler to retailer—the efforts 
made since 1931 to stimulate such operations have not met with much response. 
It is still true that the cost of financing the movement of goods is cheaper by 
means of bank acceptances than by bank overdraft. But the belief lingers 
among traders in this country that the machinery of the money market is 
complicated, and they consequently hesitate to make use of it. In fact, the 
proce ‘dure is extremely simple. There remains, too, the fear that use of bills 
gives less secrecy than the use of overdrafts, and that competitors might 
become aware of the existence and amount of bills. As the bills are never seen 
except by the bank which accepts them and the discount house which buys 
them, this objection has no validity. Nor is it derogatory to a firm’s credit to 
put its name to a bill. Neither the Imperial Tobacco C ompany nor Gallaher 
Ltd. was a large user of credits before the war, but the increased cost of the 
raw material and the enormous duty levied by recent Budgets have compelled 
resort to such borrowing on a large scale. Perhaps other concerns will follow 
suit. 

In spite of all this, however, it would be unwise to assume that the domestic 
bill is about to recapture something of its nineteenth-century glory. The 
testing time will come when the Capital Issues Committee eases its tentacles. 
Furthermore, there are definite limits to the finance which could be furnished 
simply by the merchant banks, and acceptance houses are unlikely to go beyond 
the bounds of prudence. By tradition, the acceptance credit is granted to 
finance the period of movement of goods and, in some trades, the period of 
processing or resale. Though much of the paper now outstanding is not of 
this kind, the cardinal principle to which the merchant banks adhere is that 
the goods are pledged in some way as an underlying security. There is, of 
course, a danger of over-trading and of the drawing of what is purely accom- 
modation paper ; but those are matters on which the authorities can— and 
do— keep their eye. 

In international trade, the recent revival of the acceptance credit has 
derived much of its momentum from force of habit. The world has long been 
accustomed to draw on London to finance the movement of raw materials 
and over a large area many trades will continue to do so. London is still the 
cheapest centre and no other world centre has succeeded in setting up a financial 
machine of the same calibre. What is still uncertain is the future réle of the 
acceptance credit in transactions between countries outside the sterling area 
Where the goods are not invoiced in sterling. Any question of such business 
must await upon the solution of balance of payments difficulties and the 
restoration of sound currency systems. 
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American Bankers in Print 
U.S. and British Advertising Compared 
By Alec Davis 


HAT America is a land of contrasts may be a platitude, but it has the 

merit of being true. Contrast is as noticeable among the banks as in 

other departments of American life: contrast between old and new, 
between large and small. Although theirs is a much newer country than 
Britain, a few American banks claim earlier dates of establishment than 
some of our own Big Five ; moreover, their operations are so widespread that 
they will open a branch in, say, Rio de Janeiro with no more ado than a branch 
just down the road from the Head Office. At the other extreme, America has 
banks that are only a few years old and banks whose scale of operation is 
essentially regional, if not local—‘* home town ”’ banks for which we in Britain 
have no exact parallel. 

This contrast is, very naturally, reflected in the scope and character of 
American bank advertising. Whereas in this country most of the banks’ 
newspaper advertisements have a certain similarity of tone, in America 
dissimilarity is noticeable. One bank takes a whole advertisement, with a 
sketch of a perspiring snowman, to announce that it is ““ Omaha's only com- 
pletely Air-Conditioned bank ”’ ; another advertises the sixteenth anniversary 
of its establishment ; a third proclaims—with evident pride and apparently 
in al] seriousness—that it “‘ introduced the left-handed check book for the 
convenience of the left-handed ’’. One would search in vain for anything like 
a British equivalent of such announcements as these. On the other hand, 
some advertisements by large old-established banks in New York and Boston 
are so much like British bank advertising that they have more in common 
with it than with the advertisements of other American banks. 

Though one cannot ignore the marked differences within American bank 
advertising, one can, by generalizing, draw comparisons between it and British. 
Surprisingly perhaps, the percentage of purely factual advertisements —adver- 
listing in the word’s original sense of “ giving information ’’— appears to be 
higher in the States. Some of the information given is of minor importance, 
and of interest only to local customers. A newspaper advertisement measuring 
eight by ten inches announced a certain bank’s plan for staying open later on 
one night each week. In another town, a slightly smaller advertisement was 


used jointly by two banks to announce their resumption of Saturday-morning 


opening 

In Britain we might often consider that such information as this was 
adequately conveyed by a notice in the bank window, or by small, purely 
formal announcements in the Press. The kind of information that some 
Americaii banks succeed in giving more simply and more comprehensibly than 
we do is general information, intended to explain to the uninitiated the bank’s 


functions and methods of working. The following statement, typical of many 
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others, appeared under the heading “‘ How Do I Open a Bank Account ? ”’ 
in a recent advertisement of the First National Bank of Birmingham : 
Opening a bank account is simple and easy. You merely come into our down- 
town bank or one of our seven branches and tell any bank officer that you wish to 
open a checking or savings account. He will either open your account for you or 
take you to the bank employee who has charge of new accounts. You sign two 
cards with your address so the bank will have a record of your signature. You 
will then be given a pass book in which the bank will enter your deposits and a 
book of checks. You make your deposit and cash your checks at one of the tellers’ 
windows. Each month, if you desire, you can obtain your statement at the bank, 
listing your deposits and withdrawals and enclosing your cancelled checks. This 
statement also shows your balance in the bank. Each month the bank deducts 
any small service charge that may be due for handling your account, a charge which 
varies with the number of your checks and the amount of your bank balance. Our 
bank welcomes new accounts of any size. We cordially invite you to open yours 
and enjoy the safety and convenience of this service.”’ 


To the banker, of course, this says nothing new, but the appeal of an advertise- 
ment is not to those who are professionally concerned ; it is to the layman. 
In present conditions—with British banks looking for new customers among 
people who may know little or nothing about banking—such information, 
expressed with a minimum of technical words and phrases, could prove useful : 
at least as useful as advertisements announcing the bank’s great age or the 
names of all the earlier banks that were merged in it—however finely worded 
and handsomely illustrated they might be. 

Though there is more informative advertising in the States, it still does 
not make up the whole of American bank advertising, or even the most attrac- 
tive part, visually. The larger, older-established American banks do a great 
deal of prestige advertising, and their approach is often a familiar one : close 
liaison with industry is stressed, together with the vital importance of the 
particular industry concerned and the part that it—and banking—have played 
in the life of the community over a number of years. One assumes, however, 
that the banks do not expect to bring in much new business by this kind of 
advertising, any more than British banks do ; it is very indirect selling, and 
its main purpose is to maintain goodwill for the advertiser by suggesting that 
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a bank’s vaison d’étre is not wholly selfish—that its self-interest is at least 
enlightened. 

Two less familiar features of bank advertising in the States are humour 
and personalities. Though humour is a characteristic of some of the most 
attractive advertisements for many British industries—breweries and silken 
hose, razor blades and footwear—bankers have fought shy of it here. Only 
in the States have they dared to grasp this two- edged weapon, unde terred by 
the risk that their dignity may be lowered if they state their case in a humorous 
way. The headline ‘‘ Getting nowhere financially” and a sketch of a man 
walking in circles caught the ne Ww a yper-reader’s eye in a recent advertisement 
of the savings facilities of the National Bank of Commerce, Chicago, while 
several banks have ventured into comedy to advertise their ThriftiCheck 
accounts. To some readers this approach may prove more successful than 
the historical or geographical prestige story—even if the humour is not 
invariably “‘ good enough for Punch ”’ 

The American bank’s penchant for personalities is evident in the First 
National Bank of Akron advertisement illustrated above, with its portraits 
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reproduced from photographs) of customers. A large advertisement publi- 
cized another bank's savings plan by giving the life story—with a photograph 
and four line drawings—of Mr. Robert Brydges, retired ste am engineer, of 
Everett, Wash., who announced that he was, in his retirement, “‘ having more 
fun than I dreamed possible ’’—as a consequence of making steady bank 
deposits over the last quarter-century. This kind of advertisement is essentially 
American. for us it is teco reminiscent of the advertising of qué ick nostrums. 

As in subject, so in standard of presentation there is a marked contrast 
between one American bank advertisement and another. The unillustrated 
advertisements of small-town banks in small-town newspapers must be set up 
in type from the restricted range of type-faces available, whereas the national 
idvertisers can—and do—use whole pages in finely produced magazines such 
as Fortune. 

It would be wrong to assume that the highest standards are a monopoly 
of big banks that advertise in a big way ; of the more localized advertising, 
some is admittedly crude, but some is good, and a little is excellent. In the 
last category must be included a recent series by the Old National Bank of 
Evansville, Indiana. This was essentially ““ home town stuff ’’ in its content 

but it could be iudged favourably bv less parochial standards. 

Since advertising is accorded more interest and even respect in the United 

ates than in most other countries, it is not surprising that many bank officials 
a a keen interest in the advertisements of their own and other banks, 
Phis applies not only to the banks’ advertising managers, who are immediately 
ind personally concerned, but to the presidents and vice-presidents—the men 
who control bank policy. Many of the banks are members of the Financial 
Advertisers’ Association, which was established in 1g16. 

Che support given to this association is indicative of the American banks’ 
o-operative outlook on advertising matters generally. Among the relatively 
w banker-advertisers in Britain, there is perhaps no need and no scope for a 

formally constituted association, but informal co-operation might prove 
beneficial. Even agreement. to differ would be a benefit if, as a result of it, 
ich bank’s advertisements ceased to look so much like the others’. 
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International Banking Review~ 
Argentina 

NEW trade and financial agreement has been signed with Britain aftcr 
A\ negotiations extending over two and a half months. The broad effect of 

these arrangements is that sterling needed by Argentina to cover the 
purchase of the British-owned railways will be provided in part from the 
proceeds of Argentina’s favourable balance of payments with the sterling area 
in the thirteen months to the end of March, 1949, and in part by running down 
her sterling balance from its present level of £150 millions to about £70-75 
millions. The whole of the £35 millions now standing to the credit of Argentina’s 
“B” account at the Bank of England plus £5 millions of the £117 millions 
standing to the credit of the gold-guaranteed but blocked ‘‘A’’ account will be 
paid to the railway stockholders, together with a credit of £110 millions to be 
advanced by the British Government in prepayment of food purchases to be 
made from Argentina during the currency of the agreement. These measures 
will provide the £150 millions needed to complete the railway transaction. 

The sterling derived from sales of Argentine produce other than food 
during the period of the agreement, estimated to amount to about £20 millions, 
will be utilized to cover in part payment for Argentine visible imports from 
the United Kingdom of some £45 millions and invisible payments of about 
{15 millions. The remainder of the £60 millions or so required for these 
purposes will be furnished by running down Argentina's sterling balances in 
London. 

Both “A” and ‘“‘ B”’ Argentine accounts will remain in being and will be 
freely available for payments within the sterling area. Sterling standing to 
the credit of the “A” account will continue to enjoy a sterling devaluation 
guarantee and this will now be extended to any sterling accumulated on the 
‘B”’ account up to March 31, 1949. 

Argentina has agreed to give most favoured nation treatment to British 
goods and to grant import permits to the value of £10 millions in 1948 to 
British goods hitherto subject to restriction. 

A special survey of the agreement in the light of changes in the Argentine 
balance of payments appears on pages 171-0. 


Australia 


The new {12,870,000 Australian 3 per cent. Conversion Loan issued in 
London was taken up as to 80 per cent. by the public, leaving 20 per cent. to 
be absorbed by the underwriters. 

An official Government statement has disclosed that the dollar deficit for 
the trade year 1947-48 is expected to be well above the figure of $100 millions 
for the preceding year. Dollar imports are provisionally estimated at £88 
millions and exports at £42 millions. Exports to dollar countries are being 
stepped up in an effort to reduce the resulting pressure upon the sterling are< 


dollar pool. 





* Other current international banking news is discussed in ‘‘ A Banker’s Diary,’’ on pages 
145-150 
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Canada 


Canadian overseas trade reached the record level of $5,386 millions in 
1947, against $4,266 millions in 1946. The favourable balance with the United 
Kingdom increased from $397 millions to $564 millions, but the adverse 
balance with the United States jumped from $497 millions to $918 millions. 

The Minister of Trade has disclosed that 4,212 companies, covering the 
manufacturing, mining, lumbering, shipbuilding and construction industries, 
will invest $1,400 millions in a reconversion programme aimed at producing 


Tee 


200 commodities formerly imported at an annual rate of $8,600 millions, as { 
well as exports to the amount of $2,100 millions annually. | 
Chile 


The International Monetary Fund has granted permission for the establish- 
ment of a multiple currency system in Chile. The official rate of 31 pescs per 
U.S. dollar will be maintained for sales of nitrate, iodine, copper and iron 
ores, but the foreign exchange arising from exports of agriculture and some 
mining products will be disposed of at free market rates. 

The allocation of foreign exchange for the overseas debt service is expected 
to be maintained at the 1947 level of $5 millions. 


China | 
The value of the Chinese dollar has again been reduced. The sterling rate 
has been raised to CN dollars 408,000 for buying and 418,000 for selling. 
The United States authorities have indicated their intention to introduce a 
‘Marshall Plan” for China. 


4 

France | 
Negotiations for additional U.S. credits to supplement interim aid already 
received are being conducted through permanent representatives in the 
United States. An additional $150 millions is needed to cover essential raw 
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material requirements for the January-March quarter, and France is endeavour- 
ing to obtain an advance of roughly this amount against French private assets 
blocked in the U.S. since the war. 

The free markets in gold and hard currencies provided for by the Mayer 
devaluation plan came into operation at the beginning of F ebruary. Activity 
in the free currency market was limited by the delay in granting import 
licences for doilar goods. Without such licences buyers cannot operate in the 
market. The new market in gold suftered from inadequate organization. 
Uncertainty concerning taxation on transactions in gold coins and bars and 
the fact that dealin gs could be checked by the revenue authorities has resulted 
in the bulk of the business in gold continuing to be arranged through black 
market channels. 

Since the markets opened, the rates for hard currencies and gold have 
moved in opposite directions. The “free ”’ dollar rate was first quoted at 
about Frs. 314, but fell to Frs. 306 within a fortnight. Over the same period 
the gold sovereign rose in value from Frs. 4,200 to Frs. 5,100. 

The Finance Minister has declared that the withdrawal of the Frs. 5,000 
notes completes the Government’s reform measures in the monetary field, and 
has given an assurance that bank-notes, bank accounts, Post Office savings 
accounts and Treasury bonds will not be subject to any new Government 
action. 


Germany 


It has been announced from Frankfurt that a German Central Bank for 
Bizonia is being established with power to issue new currency subject to the 
permission of the occupying authorities. At the same time talks are proceeding 
between the authorities of the three Western zones for the introduction of a 
new currency unit. The long overdue reform of the reichsmark has been held 
up hitherto by endeavours to reach agreement with the Russian authorities 
for an economic policy for Germany as a whole. 

The value of exports from the combined Anglo-American zones in 1947 
was £55.6 millions, compared with {39.1 millions in the previous year. The 
target figure mentioned during the discussions which preceded the signing of 
the Bizonal Fusion Agreement at the end of 1946 was £87.5 millions. 


Hungary 
A Hungarian mission has visited London for preliminary and exploratory 
talks on the implementation of the economic clauses of the peace treaty. The 
subjects discussed included the use of funds held by the British Custodian of 
Enemy Property for servicing Hungary’s long-term as well as her short-term 
debt to Britain. Financial matters arising from nationalization measures in 
Hungary also came under consideration. 


India 


The Government has disclosed that it is formulating proposals for the 
employment of foreign capital in India. There is at present no ban upon 
foreign investment in India, but the percentage of foreign capital in a new 
enterprise must be disclosed and must not exceed 50 per cent. of the whole. 
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The Indian Minister of Finance has announced the Government’s intention 
to nationalize the Reserve Bank of India and the Imperial Bank of India, 
Other commercial banks will not, however, be nationalized. Nationalization 
of the Reserve Bank will take place as soon as possible after the India-Pakistan 
Monetary Reserve Bank Order expires on September 30 next. As the Imperial 
Bank has branches outside India, it is the Government’s intention to examine 
the technical position carefully before implementing its decision. 


Japan 

Allied Headquarters have abolished many of the restrictions affecting 
private trade with Japan. The quotas limiting the number of traders from 
individual countries and the total number of traders entering Japan have been 
lifted. Applications for entry may now be submitted by persons seeking 
restitution of their property or wishing to investigate the position of private 
investments. 

The time limit on visits has been extended from 21 to 60 days and at the 
end of this period application may be made for a semi-permanent resident's 
permit. The number of people who may visit Japan continues to be limited, 
however, by the available accommodation. 


Netherlands 


A trade pact has been concluded with the United Kingdom providing for 
the exchange of goods to a total value of £70 millions in 1948. Agreement was 
reached on all outstanding questions, including the treatment of war-time 
debts. Holland is to send agricultural supplies to Britain and will receive in 
return industrial products and a certain amount of coal. 

The Finance Minister has announced new measures for dealing with the 
critical dollar situation. The Government is to requisition private holdings 
of U.S. securities and the dollar import programme is to be further scaled 
down by switching imports wherever possible from the United States to other 
countries, by postponing the import of some essential goods and stopping 
entirely the import of other classes of goods. 


South Africa 


The Government has promised to investigate the problems raised by 
so-called “ dollar dumping ”’ by Italy—the sale to South Africa of Italian goods 
against dollars which Italian exporters realize at attractive rates in the free 
exchange market in Italy. For some time the Union has permitted payment 
to be made in dollars for Italian motor cars and textiles and for Finnish timber, 
the normal rule that payment for imports should be in sterling or in the currency 
of the country of origin having been suspended temporarily in the case of 
goods considered essential to the Union’s economy. This has now resulted in 
some under-cutting of the Union’s own producers. 

The Finance Minister has announced that to discourage excessive imports 
of consumer goods at inflated prices, the Reserve Bank is discontinuing, except 
in special cases, forward sales of foreign exchange for covering purchases of 
consumer goods by Union importers. Such facilities will continue to be avail- 
able for the banks for imports of capital goods. 
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Commercial banks have been asked as a matter of public policy rigorously 
to restrict credits for the purchase of consumer goods. 


Switzerland 


A new trade and financial agreement to run for one year from May 1, 1948, 
has been signed with the United Kingdom. Payments between Switzerland 
and the sterling area are to be brought into balance so that further gold losses 
to the United Kingdom shall be avoided. To this end, Switzerland has agreed 
to increase her purchases from the sterling area and will control the volume 
of exports from Switzerland to the sterling area in such a way as to ensure 
wo on the sterling area—Switzerland balance of payments. But if 
sterling area exports to Switzerland prove heavier than is now expected, 
Britain will be able to accumulate convertible Swiss francs without being 
obliged to apply the surplus in reduction of the Swiss holding of sterling within 
the limit of £15 rrillions. 

In view of these arrangements, the British authorities have agreed to 
raise the ban on tourist visits to Switzerland from May 1 next ard to grant 
facilities on a moderate scale for the import of goods of a type traditionally 
supplied by Switzerland. Although superficially favourable to Britain, the 
new agreement may mean that Britain will be buying “‘ tourism ’”’ and some 
non-essential goods from Switzerland to the possible detriment of supplies of 
essential goods— unless Swiss purchases of sterling area goods expand largely. 





Tanganyika 
The Government has announced fresh modifications in import policy. The 
position now is that, broadly speaking, import licences will be granted freely 
for U.K. goods except those which can be sold for dollars or other hard cur- 
rency, those which are wholly or largely made with dollar raw materials, and 
those which, being in short supply, can be sold by Britain to obtain essential 
supplies for the sterling area. 


Turkey 


A new Turkish bank, Maritim Bankasi, is being established with a capital 
of {T 10 millions. Its purpose will be to provide credits to enable Turkish 
interests to purchase ships abroad. 


United States 


The Department of Commerce has stated that personal incomes in the 
United States totalled $197,000 millions in 1947, thus exceeding by $22,000 
millions the record figure reached in 1946. 

The Secretary of the Treasury has indicated that the Administration has 
at present no intention of sterilizing U.S. gold imports. Mr. Snyder maintained 
that such action would not constitute a simple method of relieving inflationary 
pressures. He stressed the desirability of applying all possible surplus funds 
to debt retirement. One of the Government’s anti-inflation measures takes 
the form of a new savings bond campaign. 

Mr. Marriner Eccles has been replaced as chairman of the Board of Governors 
of the Federal Reserve System by Mr. Thomas Bayard McCabe. The new 
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chairman is believed to take the view that more effective use should be made 
of the existing powers of the Federal Reserve System to restrict current expan- 
sion of bank credit before seeking additional powers from Congress. The 
former chairman persistently requested Congress for fresh powers on the 
ground that it was impossible to use existing powers effectively while supporting 
the Government bond market with the object of preventing a sharp increase 
in the cost of servicing the Government debt. 

The Secretary of the Tre: isury has stated that the Administration is anxious 
to give additional stimulus to investment of American capital in long-range 
projects in backward countries and in economic rehabilitation of war-torn 
territories. He added that the Treasury is making a careful study of the 
problem of taxing Americans doing business abroad. 


Uruguay 

Formal exchange of ratifications of the Anglo-Uruguayan Payments 
Agreement of July, 1947, has now taken place. The section of the agreement 
granting free convertibility in respect of current sterling accruing to Uruguay 
was, of course, suspended on August 20 last. The other clauses of the agree- 
ment providing for the liquidation of Uruguayan war-time accumulations of 
sterling remain operative. Two British missions have visited the country, one 
to negotiate the sale of the British-owned railways, the other to work out a 
new trade and financial agreement with the Uruguayan Government. 


Publications Received 
Bills of Exchange, The Law of, by Francis C. Coningsby (Stevens & Sons, Ltd., pp. 140, 
Britain's Way Out. Some Lessons for America. By A. Grant McGregor (Pitmans, pp. 32, 


Design of Accounts (Second Edition), by F. Sewell Bray and H. Basil Sheasby (Oxford 
University Press, for Incorporated Accountants’ Research Committee, pp. 270, price 12/6). 

Double Taxation Conventions, Vol. 1: Taxation of Income, by F. E. Koch (Stevens & Sons, 
Ltd., pp. 441, price 45/-). 

Elements of Economics, by Ex imund Whittaker (Longmans, Green & Co., pp. 393, price 18/6). 

Negotiable Instruments and the Bills of Exchange Acts, A Simple Guide to, by Dudley Richardson 
(Butterworth & Co. (Publishers) Ltd., pp. 182, price 12 

New Capital Issue Market in India, by M. A. Mulky (Popular Book Depot, Bombay, pp. 99, 
price Rs. 5). 

New Liberalism for the New Age, by Arthur Birnie (William Hodge & Co., Ltd., pp. 16, price 1/-) 

Relief and Social Security, by Lewis Meriam (Brookings Institution, pp. 912, price $5.00). 

Statistics, An Outline of (3rd Edition), by Samuel Hays (Longmans Green & Co., Ltd., pp. 254, 
price 8/6). 

olu 


6) 


inancial Organization. Economic and Social Studies, VI. By T. Balogh (National 


institute of Economic and Social Research, pp. 319, price 21/-). 

Successful Investment, by James W. Bell (Pitman, pp. 64, price 5/-). 

The Companies Act, 1947, by S. W. Magnus and Maurice Estrin, reprinted from Butterworths’ 
Annotated Legislation Service (Butterworth & Co. (Publishers) Ltd., pp. 450, price 21/-). 

The linance Act, 1947, by H. E. Amos and Frank England (Butterworth & Co. (Publishers) 
Ltd., pp. 175, price 15/-) 

The Fivst Hundred Years, by Collin Brooks. Centenary history of the Woolwich Equitable 
Building Society. (Pp. 208, price 15/-.) 

The National Debt and The New Economics, by Seymour E. Harris (McGraw-Hill Book Co., 
Ltd., pp. 286, price 17/6). j 

Tvends tn Output and Employment, by George J. Stigler (National Bureau of Economic 
Research, pp. 67, price $1.00). 

Value of Commodity Output since 1869, by William Howard Shaw (National Bureau of Economi 
Reseaich. pp. 310, price $4.00) ; 

Why Not English? A New Alphabet for the English Language, by Peter D. Ridge-Beedle 
(Stratford Press, pp. 118, price 10/6). 
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Appointments and Retirements 


Bank of England—Mr. D. M. Randell, deputy principal of the Discount Office, has been appointed 
principal of the Branch Banks Office and Mr. J. V. Bailey, an assistant to the Chief Cashier (Ex- 
change Control), willsucceed hi: \ as deouty principal of the Discount Office; both appcintments 
take effect from March 1. 

Bank of Montreal—Mr. B. C. Garuner, M.C., has been appointed president of the bank in 
succession to the late Mr. G. W. Spinney, C.M.G. 

Barclays Bank (D., C. and O.)—Mr. G. A. Jenkin has been appointed a member of the London 
Committee. 

British Mutual Bank—The Duke of Richmond and Gordon has been appointed a director. 
Chartered Bank of India, Australia and China—Sir Henry Richardson has joined the Board. 
Clydesdale Bank—Mr. W. Thyne, of the Yair, Galashiels, has been appointed a director. 
Lloyds Bank—Board of Directors : The Rt. Hon. Lord Inverforth, P.C., has found it necessary, 
ywing to advancing years, to resign his directorship of the bank; he first joined the board in 
1916. Major-General Robert E. Laycock, C.B., D.S.O., has been elected to a seat on the board. 
South Wales Committee: A committee to be known as the South Wales Committee has been 
established with headquarters at Cardiff. The following directors have been elected to the 
committee: Sir Evan Williams, Bt., Mr. L. D. Williams. Head Office—Advance Dept.: Mr. 
M. H. Slater, M.A., a controller, to be assistant chief controller. Mr. R. C. King, an assistant 
controller, to be a controller. Messrs. J. R. White, of Head Office, A. C. King, from Kingsway, 
W.C., C. L. Wright, from Hull, S. G. Baker, from Worcester, and S. R. Stidston, from Cheltenham, 
to be assistant controllers; Chief Inspector's Dept.: Messrs. C. R. Vincent, from Commercial 
Road, Portsmouth, P. G. C. Edwards, from Beckenham, C. G. Attlee, from St. James’s Street, 
S.W., and N. S. S. Huntly, from Barnet, to be inspectors; Organisation Dept.: Messrs. H. 
Thwaite, R. Ward, and S. W. L. Poole, to be inspectors (Organisation). Mr. E. B. Baker, from 
Westminster House, S.W., has been appointed for special work under the general managers. 
Balham, S.W.: Mr. F. G. H. Sivyer, from Greenwich, S.E., to be manager. Barnet: Mr. V. 
Bruce-Jones, from Park Lane, W., to be manager. Bechenham: Mr. L. G. Court, from Balham, 
S.W., to be manager. Bromley, Kent: Mr. W. L. Bing, from Caterham Valley, to be manager 
on retirement of Mr. C. H. Rollston. Buckingham: Mr. W. H. Holton, from Winslow, to be 
manager on retirement of Mr. W. Chapman. Cambridge: Mr. T. G. Woolley, from Norwich, to 
be a sub-manager. Caterham Valley (also Caterham-on-the-Hill) : Mr. S. A. E. Miles, from Cater- 
ham-on-the-Hill, to be manager. Chelienham: Mr. A. E. Horton, from Guildford, to be sub- 
manager. Gvavesend: Mr. W. L. Rayner, from Maidstone, to be manager on retirement of 
Mr. E. R. Chapman, M.C., owing to ill health. Gwaun-Cae-Gurwen: Mr. E. M. Harris, from 
Tumble, to be manager on retirement of Mr. W. G. Williams. Hull: Mr. C. P. Outhwaite, from 


Leicester, to be sub-manager. Kingsway, W.C.: Mr. R. E. Penn to be sub-manager. New 
Malden: Mr. B. U. Luck, from Surbiton, to be manager on retirement of Mr. H. A. Spalding, 
M.C. St. James’s Street, S.W.: Mr. R. Barber, from Shrewsbury, to be sub-manager. Shepton 


Mallet: Mr. H. J. Knight, from Gloucester, to be manager. Shipston-on-Stour : Mr. C. M. Smith, 
from Wellingborough, to be manager on Mr. T. I. Coomber’s retirement. Shrewsbury : Mr. 


J. R. Gratton to be sub-manager. Westminster House, S.W.: Mr. H. W. Harding, from West 
Smithfield, E.C., to be sub-manager. Worcestey: Mr. R. P. Stagg, from Birmingham, to be 
sub-manager. Wotton-under-Edge: Mr. L. T. Herring, from Cheltenham, to be manager. 


Midland Bank—NMr. Harold Charles Drayton has been elected a member of the board and of 
the board of the Midland Bank Executor and Trustee Co. Ltd. Head Office—Legal Dept. : Mr. 
L. C. Mather, of Bolton, to be principal on retirement of Mr. A. G. Ratclitf. Bolton: Mr. N. V. 
Underwood, of Markets branch, Sheffield, to be manager. Hassocks: Mr. P. J. Biggs to be 
manager of this branch, formerly under the same management as North Street, Brighton. 
Machynlleth: Mr. A. Jones to be manager. Newport, Bridge Street: Mr. N. E. B. Lomax, of 
Stroud, to be manager on retirement of Mr. P. T. Jones. Sheffield, Markets: Mr. E. Harrison, 
of Kirkgate, Leeds, to be manager. Stafford: Mr. A. E. Lucas, of Lichfield Street, Wolver- 
hampton, to be manager. Stroud: Mr. E. E. Keen, of Petersfield, to be manager. 

National Bank of Australasia—Mr. H. D. Giddy andi Hon. Sir Frank G. Clarke, K.B.E., 
M.L.C., have been re-elected Chairman and Vice-Chairman. Mr. F. E. Loxton becom-s deputy 
Chairman. 

Queensland National Bank—Mr. F. D. Brough, London manager for the past ten years, has 
retired, after over 45 years’ service in the London office. 

Standard Bank of South Africa—Mr. Milton Clough, who has been general minager of 
the bank in South Africa since 1936, has retired and has been succeeded by Mr. A. McK. Waite. 
Union Bank of Scotland—Glasgow, Bath Street: Mr. P. McDonald Welsh, from Head O.fice, 
to be manager on retirement of Mr. R. D. Graham. 
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Since 1834, we have imported the world’s finest cigars. 
This experience has brought with it many privileges. 

For privilege it is, indeed, to be able to smoke 
and recommend to others a cigar so delicate 
in flavour and so delightfully mild as La 
Tropical de Luxe. Knowing that this cigar 

has met the demand of critical taste for 
over 70 years we can, and do, (as sole 
importers of this brand in the United 
Kingdom) recommend it unreservedly. 


LAMBERT & BUTLER 


LA TROPICAL 


DE LUXE 
aican Cigars 


All usual sizes in boxes of 25 and 
50 from 58/9 upwards. 





Manufactured by 

GAZE, B. & J. B. MACHADO TOBACCO CO. LTD., 
YEE FG- % KINGSTON, JAMAICA, 3.W.1. 

MAUG EEE 


LAiv 1BE EAT a “BUTLER BRANCH OF THE IMPERIAL TOBACCO CO. (OF GREAT BRITAIN & IRELAND), LTD. L.7.3.6 





| BOWMAKER LIMITED 


For CREDIT FACILITIES supplementary 


to those of the Joint Stock Banks 


BOURNEMOUTH: LONDON : 
BOW MAKER HOUSE, LANSDOWNE. 61, ST. JAMES’S STREET, S.W.1, 
Tel : Bournemouth 7070. Tel: REGent 1481. 
AND BRANCHES. 








VALUATIONS 


For 70 years the name of LEOPOLD FARMER & SONS 
has been associated with the valuation of 


INDUSTRIAL PROPERTIES, PLANT AND MACHINERY 


An accurate valuation of property and plant may be utilised for a 


variety of purposes. It cannot, therefore, be over-emphasised that 
the opinion of value should carry the name of an old established firm 


LEOPOLD FARMER & SONS 


Surveyors, Valuers and Auctioneers 


46, GRESHAM STREET, LONDON, €.C.2 
Tel. MONARCH 3422 (8 lines) 
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Banking Statistics 


National Savings 
(£ millions) 








Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (net) (net)tt Small (net) (net) (net)ff Small 
1944 I -- 55-4 20.8 98.0 174.2 we) ee See oe 
mc. 97-5 54-4 92.6 244.5 ape 7s zee _ 4+3 
aw 45-5 18.5 71.9 135-9 1947 Jan. 8.7 10.6 14.4 33-7 
IV .. 34-9 18.9 69.6 123.4 Feb. 5.6 4.7 15.2 25-5 
Mar. .. 25. ‘t= 2. 27% 
tug fC. 44-3. 19.8 108.7 172.8 pen an : . , pa ° nd 4 
me “<a 28.1 18.1 73.§ 297.7 “i ve = Se > s —" 
see 12.5 30.3 99.7 142.1 | ped 3: ‘J ne 3-4 
a ‘a zi ae a june... - £.0- 4.0 -— 10.4 — 10.0 
IV .. 39.2 87.2 76.4 202.8 July = 7.7 aa 15.6 
1946 I .. 13.2 62.0 120.7 195.9 Aug. .. 1.9- 6.8 2.3= 3,6 
és I.0 95.9 36.2 133.1 Sept... - 0.3 -— 5.3 9.6 4.0 
mao. = 22 13.4 35.6 47.8 Oct. .. —- 0.4 —- 6.2 8.4 $5 
ek 10.8 17.9 11.8 40.5 Nov. .. 6.9 — 8.8 12.9 Ir.o 
i DOG. i. 9.9 - 10.1 - 4.I — 4.3 
wey Ie. 90.97 20:4 27:0 87.1 
mwa 49.3 — 3-7 -—19.6 17.0 1948 Jan. .. 14.9- 7.8 37-4 44.5 
. ae 2.7 - 19.8 2.9 — 14.2 ttIncluding Release Benefit Accounts from 
ee es 16.4 — 25.1 17.2 8.5 July, 1945. 


Ordinary Revenue and Expenditure 


Year to Ord. Ord. By Ord. Ord. 

Mar. 31 : Exp. Rev Deficit Quarters : Exp. Rev. Deficit 

£m. £m. £m. £m. £m. £m. 
1938 " 808.1% 872.6 25.5% 1944 IV .. 1502.0 654.3 847.7 
‘ <e* 1945 I .. 1609.8 1246.7 362.9 
1939 = -- ~+=«1054.8 927.3 127.5 aT ... 2906.3 611.0 695.3 
1940 .. 1809.7* 1049.2 760.5* Ld... 4443.7 750.5 693.2 
: ' IV .. 1936.2 667.8 718.4 

os 867.2 8. 8. : / pe 
1941 ite i _ 9 245 3 1946 I .. 1337-4 1253.5 83.9 
1942 oe O775.9 2074.1 2701.6 II .. 902.0 629.0 273.0 
1943 -. 5623.2 2819.9 2803.3 Mi... 988.9 712.1 206.2 
1944 .. 5788.4 3038.5 2749.9 “7 ne 861.1 738.6 ee 
am en Rigc 1947 .. 1228.9 1261.5 32.6 
1945 = Sire e-thd ~e lt .. 629.8 840.1 220.3§ 
1940 «> G4s4-9 3284.5 2190.3 Mi .... 808.3 807.5 0.7 
1947 »+ 3910.3 3341.2 569.1 ay xc SI 761.5 25-4§ 
* Allowing for loan expenditure. § Surplus. 


Floating Debt 
Feb. 21, Jan. 30, Feb. 6, Feb. 13, Feb. 20, 


1947 1948 1948 1948 1948 

Ways and Means Advances : £m. £m. £m. £m. £m. 

Bank of England és AP — — — — — 

Public Departments ca ae 446.5 371.3 301.6 366.4 447.6 
Treasury Bills : 

Tender .. oe re ve 2165.0 2190.0 2170.0 2160.0 2160.0 

Tap ne a as ra 2506.6 2387.3 2351.5 2307.4 2346.8 
Treasury deposit receipts .. 7 1508.0 1329.5 1329.5 1274-5 1236.5 

















6626.1 6248.1 6152.6 6108.3 6190.9 





























EMPIRE QUALITY WINES 


Four Gold Medal Awards, 
London, 1936, 1937, 1938. 


Proprietors 


SOUTHARD’S of LONDON 


ESTABLISHED 1814 


ee 
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MIDLAND BANK 
LIMITED 


ANNUAL MEETING OF 
SHAREHOLDERS 





The ordinary general meeting of share- 
holders of the Midland Bank, Ltd., was held 
on January 30 at the Head Office, Poultry, 
London, E.C.2. The Most Hon. The 
Marquess of Linlithgow (the chairman) pre- 
sided. 

The Chairman proposed the motion for the 
adoption of the report of the directors and 
the audited statement of accounts for the year 
ended December 31, 1947, which was seconded 
by Sir William Dugdale, Bt. J.P., D.L. 
(director), and passed unanimously. 


Resolutions were carried authorising the pay- 
ment on February 2 of a dividend at the rate 
of 8 per cent. actual, less income tax, for the 
half year ended December 31 last; re-electing 
the Right Hon. Lord Royden, C.H., J.P., D.L., 
and the Right Hon. Lord Wigram, P.C.,, 
G.C.B., G.C.V.O., C.S.I1., as directors; and re- 
appointing Messrs. Whinney, Smith, and 
Whinney as auditors for the ensuing year. 

The meeting closed with a vote of thanks to 
the chairman, proposed by Mr. J. Theodore 
Goddard and seconded by Mr. Gerald Welles- 
ley. 
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GODFREY DAVIS LIMIT 


IU 


CONTRACT TERMS 
FOR CAR HIRE 


You can have a modern car, 
; with or without chauffeur, at 
i your command constantly, for 
business and professional uses, 
by taking advantage of our 


contract facilities. 





You will thus enjoy the con- 


venience of car oM nership 


without trouble or outlay, and 


with immediate replacement 
when the carrequires servicing. 
t 
' 
' = —— 
ene A $ == 
L T W. CA a me 


7 ECCLESTON STREET. VICTORI«. 5.1 
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A. M. P. 


The Largest British 
Mutual 


Life Office 


NEW BUSINESS, 1947 


(Ordinary Department) 


£53,270,494 


LOW PREMIUMS 
GOOD BONUSES 


AUSTRALIAN MUTUAL 
PROVIDENT SOCIETY 


(Established 1849 in Australia) 





Head Office for the United Kingdom : 


73/76 King William Street, 
London, E.C.4. 
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eee 
Treasury Deposit Receipts 
i Raised Redeemed Outstanding 
' Monthly* : £m. £m. £m. 
1945 Aug. 25 -- a ut 290.0 237-0 2185.5§ 
Dec. 33 .. ‘a ii 320.5 527.0 1636.5 
1946 April 27 .. is ss 430.0 446.0 1543.0 
e- May 25 .. is es — 60.0 1483.0 
id June 30 .. aa o 190.0 282.5 1390.5 
y, July 2 ee ee as 225.0 136.0 1479.5 
€ Aug. 31... os = 455.0 287.5 1647.0 
e Sept. jo .. aa we 500.0 368.0 1779.0 
Ok. 26 .. ar ace 380.0 416.0 1743.0 
ie Nov. 30 .. os ae —— 0.5 1742.5 
d mee. 328 «. a me 131.0 197.0 1676.5 
r 1947 Jan. 25 .. re ne 194.0 213.0 1657.5 
d } om 22 5. ina us 210.0 359-5 1508.0 
March 31 .. - os 543-0 594-5 1456.5 
April 26 .. ee ae 387.0 380.0 1463.5 
: May 31 .. aa - a _ 1463.5 
=a June 30 .. na i 110.5 132.0 1442.0 
. | July 26 .. Ss Pe 159.5 193.0 1408.5 
€ Aug. 30 .. es Y 190.0 275-5 1323.0 
- Sept. 30 .. x bs 453.0 483.5 1292.5 
> | Oct. 26 .. o $3 347.0 387.0 1252.5 
} Nov. 29 .. Be ad 85.0 — 1337-5 
ee, 2%. x i ws 175-5 110.5 1402.5 
i 1948 Jan. 31 .. as ay 79.5 152.5 1329.5 
* Periods ended on last Saturday in each month, except at final month in each quarter. 
§ Peak total. 
. 1947 Net New 1947 Net New 
Week ended: Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing 
; Get. 4... 107.0 132.5 — 25.5 Dec. 20 .. 60.0 50.5 9-5 
» S28 .. 82§.0 338.4 = 33.5 ‘+ SE = gee 5.0 25.5 
» 86 .. 25.0 115-5 - 06.5 1948 
am ass . ~o = Ss Jan.1o .. 79-5 108.0 — 28.5 
Nov. 1-8.. _— —_ — a SE ee — 38.5 — 38.5 
>) Hi ee - 40.0 oe ea 5°5 = 3p 
» 2 25.0 _ 25.0 ” 31 o- om 0.5 - 0.5 
| = ee 20.0 20.0 Fe. 7 .. — ais wick 
Dec. G.. 35.0 — 35.0 a, BE < —- 55-0 - 55.0 
» oo 50.0 55.0 - 5.0 ‘SE es 60.0 98.0 ~ 38.0 


Tax Certificates 


Paid Net Paid Net 

Raised Off Raised  Issue* Raised Off Raised  Issue* 

£m. £m. £m. £m. £m. £m £m. £m. 

1945 Apr. .. 25.3 10.4 8.9 691.6 1946 Sept. .. 21.5 20.1 1.4 656.2 
May .. 33.1 12.9 20.2 711.8 Oct. .. 12.7 1%. = 3.4 652.8 

June .. 51.3 24.7 26.5 738.3 Nov... 22.7 22.9=—- @.2  662:6 

ey 2. 25.3 24.0 4-3 742.6 Dec. .. 35.0 - 5.0 30.0 682.6 
} Aag. .. 26.0 13.2 14.8 757.4 ‘ _ re 
Sept. -+ 907 42.9 2.0 755.4 +907 ~. rm - = “ es 

Oct. .. 23.6 24.6 I.2 754.3 «+ See 7 aed ‘5 

I ‘ : Mar. .. 24.2 82.0 - 57.8 543.7 

: Nov. .. 38.2 20.5 10.7 765.0 Apr 9.5 27.4-17.9 525.8 
i Dec. .. 54.8 19.0 35.7 800.7t May .. 30.8 21.5 9.3 535-1 
1946 Jan. .. 28.5 58.1 - 29.6 771.0 gums -. 23-9 22-4 —- 337° 

Feb. .. 40.8 113.7- 72.9 698.0 July .. 13.0 14.6- 1. 536.0 
| ae ee eee ; Aug. .. 25.7 %§.7 10.0 546.0 
Mar. .. 51.4 101.7 — 50.3 647.9 Sept 13.1 27.2 - 14.0 531.9 

Apr. .. 39.7. 28.5 11.1 659.0 Oc eis g 7 6 : 

May .. 15.4 16.2- 0.8 658.2 +s oe ae 527-3 

= Nov... 21.%. 15.6 6. $23.4 

June .. 22.8 24.9- 2.1 656.1 D a 9 rey se ile 

july .. 35.3 19.3 - 4.0 662.3 et ae 4: 557°+5 

Aug. .. 20.9 18.2 2.7 654.8 1948 Jan. .. 43.0 62.7 - 19.7 537.8 


* i.e. Outstanding at end of month. +t Record to date. 
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SAS ESSER SOE2MKROCTS ASSOcIa 


CLYDESDALE BANK 


LIMITED 


Sir HAROLD E. YARROW, Baronet, C.B.E., Chairman 
ROBERT L. ANGUS, D.L., Deputy Chairman 
JOHN J. CAMPBELL, General Manager 


Head Office : 
30 ST. VINCENT PLACE, GLASGOW 


STATEMENT OF ACCOUNTS, 
31st December, 1947 
LIABILITIES £ 

ice si: ecu nin jonah aan aveneennasee 1,300,000 
Reserved Surplus Fund 2.200,000 
Current, Deposit and other Accounts 90,595,828 
Acceptances and Engagements 2,394,022 
Notes in Circulation iat deena le 7,424,130 
ASSETS 
Coin, Notes and Balances with Bank of England 8,454,017 
Balances with, and Cheques on other Banks ... 13,580,906 
Money at Call and Short Notice .................. 5,005,600 
ES EPO AITO RE OTT OR TT A TOR 18,162 
Treasury Deposit Receipts Secsiseeds ce  ROCOCGGOS 
Investments ezana a ath Seana i) Ell has ets Sits 48,686,971 
Advances to Customers and other Accounts... 15,393,660 
SD i a a el dg 319,749 
I ile i hea a 242,000 
Liability of Customers for Acceptances, ete. ... 2,394,022 
Shares in Industrial and Commercial Finance 

Rs TIN. © kis: Sino has acs th ad db dd bak 57,000 


London Office: 30 LOMBARD STREET, E.C.3 
Piccadilly Circus Branch: 31 REGENT STREET, S.W.1 
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THE 


CLYDESDALE BANK LIMITED 


SCOTTISH INDUSTRIAL ACTIVITIES 


SIR HAROLD YARROW’S REVIEW 


HE 11th general meeting of the Clydes- 
dale Bank Limited was held on February 4 
at the head office of the Bank, St. Vincent 

Place, Glasgow. 

Sir Harold E. Yarrow, Bt., C.B.E., the 
chairman, in the course of his speech, said : 

For the first time in the history of the Bank, 
the totals of the balance-sheet now before you 
stand in excess of {100 million. The balance- 
sheet published in our centenary year presented 
totals of just over £44 million, and by 1940 
the comparable figure had risen to £52 million, 
so that in the past seven years our figures have 
more than doubled 

At a time when industry is fully employed 
and large sums are required to finance the 
export drive, it is satisfactory to note a 
further increase of £5,700,000 in our deposits, 
which now stand at the record figure of 
£90 595,525. 

It is very pleasing to note the substantial 
increase of £3,818,000 in our advances to 
ustomers, which now stand at £15,393,660 


RELATIONS WITH INDUSTRY 


I turn now to a brief summary of present 
economic conditions and the Bank’s relation- 
ship with industry. It is natural that, in 
view of the continued shortage of dollar 
exchange and the consequent difficulties in 
ensuring adequate supplies of foodstuffs from 
overseas, we should be specially interested in 
the fortunes of farming. This represents the 
largest individual industry in the Bank’s 
books, both in actual number of accounts 
and in overdraft facilities. The outlook in 
farming has altered from the war-time period, 
and is now determined by the prime necessity 
of saving dollars This result has placed 
emphasis on making good the war-time 
depletion of livestock, to step up meat and 
milk production, while still maintaining culti- 
vation of cereals at the highest possible level. 
The subsidies for hill sheep and cattle and the 
grants for cultivation of marginal land directly 
affect our Scottish farmers. 

In general, it appears that for the next few 
years farmers may expect a reasonably assured 
reward for their work and a fair return on their 
capital, which they justly deserve. More 
intensive cropping and increased stock require 
the employment of additional liquid funds, 
and in this respect I am pleased to report that 
the Bank has been able to assist many of its 
clients in the farming community. It will be 
our policy to continue to give the fullest and 
most sympathetic consideration to farmers’ 
requirements. 


FURTHERING FUTURE DEVELOPMENT 


Though we are rendering increased aid to 
the farming community, we remain fully 
conscious of the fact that future prosperity 


will depend on the striking of an equitable 
balance between agriculture and_ industry 
generally. As a result, we continue to be 
not only intimately concerned with, but also 
actively engaged in, furthering wherever 
possible the present and future industrial 
development of Scotland. 

Throughout the year, shortages of raw 
materials and skilled labour have been the 
limiting factors controlling the output of 
Scottish industries. Shortage of coal has been 
the most important of these, and the ten- 
dency for output to increase towards the 
end of the year, largely due to the re-introdue- 
tion of Saturday working, was an encouraging 
feature. However, the accompanying sharp 
increase in price, influencing as it does the 
whole productive economy, is a matter of the 
gravest concern; nor must it be forgotten 
that the coal now being marketed is in general 
of a poorer quality than in the past. 

In the latter part of the year the iron and 
steel industry has been working at near-record 
level, thus ensuring larger supplies of steel for 
essential purposes, but owing to the acute 
shortage of scrap it may be difficult to mai} 
tain the same high output for 1948. 


THE CLYDE 


Once again the Clyde has retained its 
position as the leading shipbuilding centre of 
the world, and this despite many bottlenecks 
in the wide range of ancillary industries upon 
which the shipbuilder depends. Now that the 
potentialities of the shipbuilding industry as 
an earner of foreign exchange have beea 
recognised, it was hoped that more adequate 
supplies would be forthcoming in 1948, and 
it is disappointing that the Government have 
found it necessary to curtail by 20 per cent. 
the quantity of steel available for shipbuilding. 
A steadier flow of materials would certainly be 
a factor in reducing present-day costs and 
enabling definite completion dates to be given, 
both of which give rise to serious concern for 
shipbuilder and shipowner alike. 

In engineering, although most sections have 
orders on hand which will provide work for 
some time ahead, shortages of certain materials 
have so restricted output as to leave the 
demand of both home and overseas markets 
largely unsatisfied. 

Scottish Industrial Estates Limited and the 
Scottish Council (Development and Industry) 
have been unremitting in their efforts to attract 
additional new light industries to Scotland, and 
it is gratifying that in the course of the year 
further progress has been recorded towards the 
attainment of a greater diversification. The 
contribution of American firms recently 
attracted to Scotland is worthy of special note. 


The report was adopted. 
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